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138 Walton C.P.A.’s
In the Last 12 Months
In the November, 1923, issue of this publication we announced that
337 Walton-trained men had become C. P. A.’s. Today the figure
stands at 475 — a gain of 138 C. P. A.’s in only twelve months!
But this is not all. Walton-trained men, in competition with students
from schools, colleges and universities the country over, have for the
eighth consecutive year achieved distinction in American Institute
Examinations. And, for the sixteenth time in the past eight years,
they have won medals in the semi-annual Illinois C. P. A. Examinations

Mail Coupon for Free Descriptive Book
Learn more about the Walton. School by mailing the coupon for our
176-page illustrated book. It fully describes Walton training and tells
of the accomplishments of our graduates as executives, comptrollers and
auditors in great business organizations, and as members of public
accounting firms. In addition, it lists the many C. P. A.’s who have
endorsed Walton training, and the numerous schools and colleges
which have adopted our courses.

Day and Evening Classes and Correspondence Instruction
As day classes are started atfrequent intervals it usually is possiblefor a day student
to begin at almost any time at the point in the coursefor which his previous education
and experience qualify him. Evening resident classes start in January and September

Constructive Accounting—Advanced Accounting
Cost Accounting — Income Tax — Business Law
B. L. Marsh
Secretary

389-399 Massasoit Bldg.
Chicago

WaltonSchool
Commerce

Harold Dudley Greeley

C. P. A.
Eice-President

25DD West 43rd Street
New York

Check, sign and mail to Walton School of Commerce, Chicago
Please send free copy of “The Walton Way to a Better Day” and information regarding
Accounting
Advanced Accounting
Income Tax
Business Law.
I am interested in
correspondence instruction
resident instruction.
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More than 180,000 copies of these books have been purchased

Accounting
Theory and Practice
Three volumes by Roy B. Kester, Certified Public Accountant (Colo.)
HEREVER accounts are prepared or studied, this set is
known and used. Its three volumes constitute a thorough
and carefully developed progressive explanation of the principles of
accounting. For every man whose work is connected with accounts,
this isa work of continual usefulness for reference and intensive reading.

W

Explains Accounting Principles
The opening volume presents first the balance sheet
and profit and loss statement, as the goal toward which
all record-keeping looks. From the beginning the
reader is made accustomed to analyzing business facts
and conditions. He is led, step by step, into the ledger,
where he sees how the data he has been using are sum
marized. The books of original entry are next ex
plained with the method by which the information is
classified. Finally, the business papers which consti
tute the source of all entries are described. The author
then gives a broader and more intensive development
to the important points and the special applications of
accounting principles. Practice work is given with each
chapter. 2nd edition. 625 pages, cloth, $3.00.

Accounting for Corporations
The second volume is primarily a study of the cor
poration, its accounting and financial problems, al
though most of the material, in so far as it consists of a
statement of gen
eral principles, is
equally applicable
to other types of
organization. The
emphasis of the
volume is laid upon
the problem of val
uation as met in
the commercial bal-

THE RONALD PRESS CO.,
20 Vesey St., New York, N. Y.
You may send me postpaid Kester’s Accounting Theory and
Practice. (Three volumes, $12.00. Vol. I $3.00; Vol. II $4.00:
Vol. III $5.00. Cross out any volumes not desired.) Within
five days after their receipt, I will remit the price stated or return
the books to you.
Nam .................................................................................................................
Business Address

(819)
Firm...................................................................................................................

Position.............................................................................................................
Signature..........................................................................................................

ance sheet. Special points such as liquidation of a
corporation, branch house accounting, consolidated
balance sheet and profit and loss summary, accounts
and reports of receivers and trustees, etc., are treated
fully. 115 pages of valuable practice work are included
as well as 23 forms and charts. 796 pages, cloth, $4.00.

Methods for Specific Lines
The concluding volume applies to specific industries
the principles laid down in the first two. In preparing
this volume, Mr. Kester has collaborated with a number
of accounting specialists, each of whom is particularly
qualified by study and experience to handle his phase
of the discussion. This volume presents such distinct
applications of accounting as department store, coal
mine, ore mine, farm, advertising agency, wholesale
tea and coffee house, savings bank, and iron foundry.
It also describes C. P. A. office organization and account
ing, organization of the accounting department, and
accounting methods in bank credit and foreign exchange.
718pages,cloth,$5.00.
Throughout, these
volumes are based
on the guiding prin
ciple that the pri
mary value of ac
counting lies in its
service to adminis
tration and finan
cial management.

Order the Volumes on Approval
These three volumes supplement each other, but are inde
pendent units. Together they form a convenient and authori
tative source of information on material to which every ac
countant has frequent occasion to refer. Thousands of sets
are in daily use. You can have any or all of the three volumes
mailed postpaid, subject to your approval, by sending in the
order form at the left.

The Ronald Press Company
Publishers of the Accountants’ Handbook
New York, N. Y.
20 Vesey Street

When writing to advertisers kindly mention The Journal of Accountancy
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Two Books of Timely Value That Embody
the Accountant's Viewpoint in Financial Administration

Budgetary
Control

Controlling the Finances
of a Business
By J. O. McKinsey, C.P. A. (Ill.) and S. P. Meech

By J. O. McKinsey, C. P. A. (Hl.)

N this volume, accountants have a thor
UDGETARY CONTROL gives to the
B
ough treatment of the internal financial
accountant and to the financial man
management of a going concern, prepared
by men widely experienced in modern ac ager a systematic approach to the problem
counting practice. The authors explain of preparing and executing comprehensive
in detail the background on which good budgets for a business. It supplies a com
financial practice and its resulting accounting plete, detailed, and flexible program, adapt
operations are based. They devote special able to large and small concerns in both
attention to accounting and statistical manufacturing and mercantile lines.
methods essential to far-sighted financial
Presents Tried, Successful Methods
planning.
Using methods found highly successful in well
Describes Financial Methods

I

The material is grouped under the four major prob
lems that confront every financial executive:
1. How much capital is needed?
2. Where can it be secured economically?
3. How can its use be controlled?
4. How should profits be applied?

organized companies, this book shows how to plan in
advance operations and the resulting disbursement in
relation to income to be produced. It describes organi
zation for budgetary control. It gives working pro
cedure for getting up estimates for departmental plans
covering sales, selling expense, advertising, production,
purchases, and similar items.

The volume explains how to estimate
capital and cash requirements; relation
of the business cycle to financial plans;
working up a financial budget; getting
and applying permanent and working
capital.

The author explains how to coordi
nate these estimates with the company’s
financial policies into a well balanced
program for the business as a whole;
how to compare actual and estimated
performances; and how to revise the

Clarifies Accounting Aspects

original budget as changed conditions
dictate without disturbing their correla
tions. Thorough attention is given the

estimated balance sheet and statement
of profit and loss.

Of particular utility to accountants
will be the seven chapters on budgeting
the various departments. The pro
cedure required is described more fully
in “ Budgetary Control, ” described at the
right.
Other chapters take up supervision
of credit extensions, determination and
disposition of profits, setting up of re
serves and funds, and administration
of surplus. The final chapters are
devoted to organization problems of
financial administration. 638 pages.
Cloth.

Includes a Manual
of Budgetary Procedure
To summarize the methods de
scribed, the author presents a detailed
manual of budgetary procedure accom
panied by a chart showing the part of
each department. He gives 52 forms
carefully designed to help you avoid
duplications, to provide for future com
parisons, and to tie up closely the
budget and the financial records.

$5.00.

474 pages.

Get Both Books for Examination
These two books offer reliable information on subjects of
critical importance at this season of the year particularly.
Every accountant concerned with the administration of
finances as well as those looking forward to positions as finan
cial executives should have both of them within reach. Send
in the order form at the right and get the books for five days’
examination.

Cloth.

$4.25.

USE THIS ORDER FORM

The Ronald Press Company
20 Vesey Street, New York, N. Y.
Please send me postpaid Controlling the Finances of
a Business, price $5.00, and Budgetary Control, price
$4.25. (Cross out either title if not desired.) Within
five days after receipt, I will remit the price stated or
return the book(s) to you.
Name............................................................................................

The Ronald Press Company
Publishers of Management & Administration

20 Vesey Street

-

-

New York, N. Y.

Business Address.......................................................................
Firm.............................................................................................
(820)
Position.......................................................................................
Signature.....................................................................................
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Are You an Accountant
The
INCOME TAX
REVIEW
A Semi-Monthly Service
EDITED BY

Joseph J. Mitchell
MEMBER
American Institute of Accountants
American Society of Certified Public Accountants
Illinois Society of Certified Public Accountants
National Tax Association

WILL CONTAIN
ARTICLES explaining the law by Lawyers, Ac
countants and Engineers.

DIGEST or review of important information on
taxes wherever published.
CONSTRUCTIVE CRITICISMS of official in
terpretations of the law and regulations by wellknown authorities.

QUESTION AND ANSWER SERVICE.

FORUM PAGE for discussion of moot questions.

The Plan and Purpose of this Service
are endorsed by
HON. ANDREW W. MELLON
Secretary of the Treasury
HON. CHARLES D. HAMEL
Chairman U. S. Board of Tax Appeals
E. F. ROREBECK
Chief National Bank Examiner, Washington, D. C.
LEADING ACCOUNTANTS,
Members, American Institute of Accountants,
American Society C.P.A.’s, State Boards of
Accountancy.

Pre-Publication Subscription Price
Now $5 a year
Which includes copy of
ANNUAL REVIEW containing specimen returns
with line by line explanation of each item on the
returns.

Pin your check to your letter-head,
mail it to

THE INCOME TAX REVIEW
503 Fifth Avenue, New York

and we will do the rest

or just a plain

Bookkeeper?
How much do you really know about accounting?
Most of us assume we know a lot about accounting
but if you were to sit down and study Eugene R.
Vinal’s new and revised Book, “MATHEMATICS
FOR THE ACCOUNTANT,” you will be very apt
to change your ideas on a whole lot of things.
We would recommend, if you wish to have at your
finger’s end a lot of concise information or educa
tion concerning actual accounting as done the pres
ent day in the modern method—if you want some
thing real—something that will be worth its weight
in gold to you—let us send you a copy.
It is the outgrowth of a course which has been given
for several years in the School of Commerce and
Finance of Northeastern College. So sure are we
that you will be pleased with it, that we offer

“Mathematics for the
Accountant”
New and Revised Edition
Sent on Approval
NO DEPOSIT—NO EXPENSE

For officials, credit men, bankers, and all who deal
with accounts, this handbook brings together infor
mation on just the things that are likely to come
up in connection with accounting work. Only
material which is generally accepted has been in
cluded. Mr. Vinal has worked through all au

thorities in the field and selected the best data
to be found, preparing a truly remarkable col
lection of tested principles and procedure.
Tables, rules, definitions, and formulas
abound. With this Handbook included as part

of your working equipment, you need never be at a
loss for accurate and detailed information on the mat
ter under consideration. The volume is designed
to supplement, not replace, the other works in your
library. No office, no accounting, treasurer’s, or
credit department is complete without it.

American Institute of Accountants
Examinations
The book ends with a chapter in which the fundamentals of
actuarial science are treated in a different manner, as a quiz for
candidates for examinations. In this chapter the treatment is
wholly arithmetical, and no logarithmic or algebraic knowledge
is required. Problems from the recent examinations of the
American Institute of Accountants and from some recent
C.P.A. examinations are solved and discussed. Since no
books or tables are allowed in any of these examinations, the
rules are presented in such form as makes them easy to remem
ber and apply.
— — ———Five-Day Free Examination Coupon——
GREGG PUBLISHING CO.
j.a. 11-24
20 West 47th Street, New York City
Please send prepaid for approval Eugene R. Vinal’s 3rd revised
and enlarged edition, "Mathematics for the Accountant.”
Within 5 days of its receipt I will remit $3.00 or return the book
to you.
Name.............................................. ...................................................
Address................................................

City...................................State......................
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Celtic Sectional Post Binder
No. 9641.
Extra wearing qualities —
steel hinges, heavy boards and
durable binding. Sheet size
9¼ x 11⅞.
Price $3.60.
17
other sizes. Other styles also
available.

From 9 a. m. to 5 p. m.
how safe are your records?
OU think enough of your business accounting

to lock them up at night in a safe.
YButrecords
what about the many hazards from 9 a. m.

to 5 p. m.? The dangers of loss from mutilation
and misplacement because of inadequate binders
are as great during the day as any dangers of the
night — greater indeed, since records are subjected
to much handling and rough usage during working
hours every day.
National Post Binders protect your records day
and night. They keep them permanently in good
order for convenient reference. They afford easy
handling during the day and quick, compact storage
in your safe at night. They guard against the
damage that comes from constant, wearing use.

Post Binders that defy abuse
National Post Binders are made extra-strong and
are surprisingly low priced. Unique locking devices

lock the covers on both posts, securely holding the
contents in place. A push of a button or a turn of a
key unlocks the top cover for easy insertion or
removal of sheets.
There are National Post Binders to meet your
every need. A big range of stock sizes and styles is
available, and “specials” are quickly made to order.
Bindings in leather and corduroy or canvas will fit
your requirements. Prices will please you.
Ask your stationer to show you National Post
Binders and other National Business Equipment.
Send for illustrated folder.
(National Loose Leaf filler sheets for ledgers and ring
books may now be obtained in the famous
Hammermill papers.)

NATIONAL BLANK BOOK COMPANY
107 Riverside, Holyoke, Mass.
New York, 52 Duane St.
Boston, 161 Devonshire St.

Chicago, 618 W. Jackson Blvd.
Philadelphia, 1001 Market St.

Something new
in Post Binders
National Expansion Post Binder No.
9541. The turn of a coin expands the
post automatically. Pressure of a finger
contracts post flush with cover. Sheets
are inserted or removed in a jiffy, any
where in the book. Binding: durable blue
canvas, leather corners, steel ends and
hinges. Sheet size 9¼ x 11⅞. Price $5.00.
Three other sizes.

National Blank Book Co.
LOOSE LEAF AND BOUND BOOKS
© 1924, Natl. Blank Book Co.
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A Service to Help You

C. P. A. ACCOUNTING
Theory, Auditing and Problems

An original, result-getting, businesslike

(Three Volumes)
by

Accounting Service
which cannot fail to interest you

Are you going to be among those present at the
next C. P. A. Examinations? We nave a Service
to help you.
Are you a new comer into the field of accountancy
practice? Our Service will help to bring out your
highest efficiency.
Are you a student of Accountancy, either at a
school, or on your own account? Our Service
helps you to attain honest results in a short time.
Are you a directing senior in an accounting organ
ization? Our Service puts a new ally into your
hands.
Are you a junior in an accountant’s office? Our
Service puts a new light in your work and your
progress.
If your business contacts in any way touch on ac
countancy, our Service helps you to increase
your radius of usefulness.
Our new 72-page Booklet, entitled, "A Service to
Help You,” is yours for the asking; which, be
sides explaining our Service, gives you many
valuable business hints and inspirations. Write
today.

The Tri-Service Accounting Corporation
1133 Broadway

Dept. 15

New York

George Hillis Newlove, Ph.D., C. P. A.
(Ill.—N. C.)

Associate in Accounting, Johns Hopkins University

S
u
D
Y

F
O
R

F
A
L

—Digests problems and ques
tions given in 335 C.P.A. exam
inations by accountancy boards
in 44 states.
—Contains 2,553 C.P.A. theory
and auditing questions with au
thenticated lectures answering
same.
—Classifies 264 C.P.A. practical
problems giving solutions and
time allowances therefor.
—Price $5.00 a volume postpaid.
If requested, shipments will be
made on 5 days’ approval.

C
P
A

E
X
A
M
I
N
A
T
I
O
N
S

THE WHITE PRESS COMPANY, Inc.
Departmental Bank Bldg.
Washington, D. C.

POST-GRADUATE COURSE
UR post-graduate coaching course has been designed to prepare candidates by quick intensive
training for the Examination. Now is an opportune time for those who wish to take the
Institute Examination, and who feel the need of this work. This course takes up practically
all the points that may come up on the Examination and shows the candidate how to get his answer
on paper, how to cover the important points, within the time limit; it also helps him to interpret
the problems correctly, a point on which so many good accountants are weak.

O

C. P. A. Course
For those not ready for the next Institute Examination, our C. P. A. Course is recommended.
No knowledge of bookkeeping is necessary, but a high school education, or at least a complete
grammar school education, with business experience, is essential. We start a man at the beginning
and carry him step by step through to his goal.

Elective Courses: Accountancy, Auditing, Law, Costs, Junior and Senior
Accountancy, Bookkeeping
These courses are practically the same as those conducted so successfully for 9 years by R. J.
Bennett, C. P. A., in evening resident school. His C. P. A. Course was at that time accredited
by the State Board of Pennsylvania. Write for catalog.

Our Courses are Adapted to Resident School Use
BENNETT ACCOUNTANCY INSTITUTE, Schaff Building, Philadelphia, Pa.
When writing to advertisers kindly mention The Journal of Accountancy
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Engineering Appraisal Valuations
(a) Retrospective appraisals covering past costs for Invested Capital
and Depreciation purposes.
(6) Current valuation reports for Insurance.
(c) Departmental appraisals for Cost Systems.
(d) Past costs appraisals for accountancy purposes.
(e) Appraisals for Bond Issues, Credit, Financial, Liquidations and
Mergers.
(f) We do no accounting or auditing work.
We maintain a bureau for confidential discussion with accountants on valuation
problems. Correspondence invited.

The Lloyd-ThomasCo.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

120 Broadway, New York

1124 Wilson Ave., Chicago

Rector 2171

Edgewater 8100

WASHINGTON, D. C.

PITTSBURGH
MEMPHIS

CLEVELAND
CINCINNATI
MINNEAPOLIS

DETROIT
INDIANAPOLIS
MILWAUKEE

ST. LOUIS
KANSAS CITY
DENVER

For Every Practicing Accountant
Just Published!

Modern Accounting Systems
By WILLIAM D. GORDON, B.S., in Econ., A.M., Ph.D.
and JEREMIAH LOCKWOOD, B.S., in Econ., A. M.
Assistant Professors of Accounting, Wharton School of Finance
and Commerce, University of Pennsylvania
One of the Wiley Accounting Series
HIRAM T. SCOVILL, A.B., C.P.A., (HL), Editor

A
BOOK
which gives the accounting systems exactly as they are used to
day in eight different groups of businesses. The very information that
the practicing accountant wants to know from day to day about the applica
tions of accounting principles to various types of business organization and
operation is given.
In addition, the problems with which every accountant has to cope in
dealing with various groups of businesses are given, arranged in the order of
the difficulty of their solution. Each business presented is typical of many
others in the same class or group whose accounting systems are practically
the same and whose problems regarding such systems offer minor difficulties only.

Chapter
Headings

(A) Building and Loan Associations, (B) Insurance Accounting, (C) Bank Accounting, (D) Brokerage
Accounting, (E) Department Store Accounting, (F) Gas Companies, (G) Railroads, (H) Municipal
Accounting. 470 pages. 6 by 9. Illustrated. Cloth binding, $4.00.
“Modern Accounting Systems” is a book that will help you in your daily work. Examine a copy.
Mall the coupon NOW.

---------------------------------- Wiley Free Examination Coupon-----------------------------------------------John Wiley & Sons, Inc., 440 Fourth Avenue, New York City
j.a. 11-24
Kindly send me on 10 days’ free examination (teachers allowed 60 days) a copy of Gordon and Lockwood’s “ Modern Ac
counting Systems.” If I find the book satisfactory, I will send the price (teachers allowed 20% discount) in payment for it;
otherwise I agree to return the book to you, postpaid, in good condition.
Name.......................................................... Position or reference................................................................

Address......................................................................................................................... Subscriber to Journal of Accountancy?...............................
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THE ACCOUNTANTS’ INDEX
The Key to Accounting Literature—
Probably the Greatest Accomplish
ment of its kind ever attempted

Volume 1—All references to and including
1920. Size 6" x 9". Pages 1578
Published 1920

Supplement—All references from 1920 to
July, 1923. Size 6" x 9". Pages 599
Published 1923

HESE two volumes, prepared by the Librarian of the American
Institute of Accountants, and published under the American
Institute of Accountants Foundation, clearly and simply point to
the sources from which information on any accounting or related
subject may be obtained.

T

Libraries, accountants, lawyers and business men will find
nothing more indispensable than this stupendous work. The
literature of accounting made available in a moment of time!

Bound in substantial red buckram, the two volumes will be sent
prepaid for $15.00. Don't delay—order this invaluable work now.

The

American Institute of Accountants
135 Cedar Street, New York

When writing to advertisers kindly mention The Journal of Accountancy
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Report of the President of the American Institute
of Accountants*
By Edward E. Gore
It gives me pleasure, in concluding my service as president of
the Institute, to be able to report to its members that its affairs
are in excellent condition and that its capacity for service to the
profession and to the public has been appreciably increased.
The outstanding accomplishment of the year now ending has
been the establishment of a bureau of public affairs as a part of the
organization of the Institute, the purpose of such bureau being to
find ways and means by which the members of the Institute can
find opportunity for service for the benefit of the business public,
which will thereby become better acquainted with the scope and
purposes of our professional work.
At the last annual meeting of the Institute provision was made
for the appointment of a committee on public affairs, which com
mittee was duly organized and promptly assumed its duties with
the result that a bureau has been organized with a competent
secretary in charge thereof and has proceeded to interest the
members of the Institute in such matters as might appropriately
be participated in by public accountants. Already contact has
been made with the Arbitration Society of America and the
influence of the Institute has been lent to the forwarding of the
movement for the arbitration of commercial disputes. Coopera
tion with the National Association of Credit Men has been ac
complished to the advantage of that organization and the Insti
tute. The interest of chambers of commerce throughout the
United States has been engaged by valuable work done by the
bureau of public affairs through its calling attention to the prev* Presented at the annual meeting of the American Institute of Accountants, St. Louis
Missouri, September 16, 1924.
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alence and nature of commercial crimes that are of frequent com
mission, with the result that the business public has indicated a
feeling of gratitude to the Institute for the work performed in this
connection. In my opinion, the organization of the bureau of
public affairs under the capable leadership of Homer S. Pace, with
his marked capacity for accomplishing useful things, is the out
standing accomplishment of the year and promises to do more to
acquaint not only the business community, but the general public
as well, with the place in business and public affairs of the public
accountant than anything that the Institute has heretofore at
tempted or has been undertaken by any other organization. I
very earnestly recommend that the committee on public affairs be
continued and that the bureau which it has set up be encouraged
to do even greater things and be provided with whatever funds
may be required for its purposes. Given suitable support by the
Institute and its members, individually, I am convinced that the
bureau of public affairs will, within a few years, most substantially
increase the influence and importance of the public accounting
profession in the estimation of the people of this country, whether
they be in business or not.
The Institute has, I believe, served its members well in taking
an active part in the formation of the revenue law of 1924. The
suggestions made by the Institute’s representatives have been
acted upon favorably in more than one instance and it is quite
proper for the Institute to claim credit for having accomplished
the creation of a board of tax appeals to be appointed by the presi
dent and to be quite independent of the treasury department.
The professional accountants of the country will be concerned for
years to come in problems arising out of the administration of the
revenue laws by the treasury department and it is believed that
the solution of these problems will be made far easier through the
possibility of their submission to an impartial and unbiased board
of tax appeals than it could be if the solution undertaken only in
cooperation with the other party to the dispute. The Institute
should still be watchful with respect to the composition of this
board of tax appeals since the importance of this board to the
taxpayers of the country and to the practising accountants cannot
be overestimated. If it is to be a mere arm of the treasury de
partment then there has been no progress made through its
creation; but if it is to be in truth and in fact an unattached,
independent, executive body, prepared to render its decisions
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without fear or favor, it will accomplish more toward the clearing
up of the fog that has surrounded the administration of the revenue
laws than any other instrumentality that could be established.
It is surprising that the American people have so long endured the
ridiculous situation which has arisen from the assumption of
judicial functions by that department of the government charged
with the assessment and collection of taxes. A proper administra
tion of the office of the commissioner of internal revenue requires
that its employees be trained in the art of tax assessment and tax
collection and it is unquestionably true that such employees have
been so trained, but it is likewise true that employees receiving
this training would find it exceedingly difficult to pass without
bias upon the questions arising in the administration of the laws
whenever issues arose between the treasury department and the
taxpayer.
Under the laws of this country, as interpreted by the United
States supreme court, the power of taxation is an extraordinary
power to be exercised only within the restrictions of the language
of the statute, leaving with the taxpayer the benefit of all doubt
that may arise in the interpretation of the laws. It has seemed
that the taxpayer has been heretofore denied the benefit of such
doubt as might arise in the interpretation of the laws and the
benefit of all doubt has been taken by the treasury department to
its advantage and to the detriment of the taxpayer. This situa
tion, however, should not be regarded as astonishing or as reflect
ing seriously upon the bureau of internal revenue. As before
stated, its purpose is to assess and collect taxes and whatever
blame attaches for the denial to the taxpayer of the benefit of
whatever doubt may exist should be placed not upon the com
missioner of internal revenue but upon congress itself which long
ago should have provided a proper tribunal to decide questions
arising out of the administration of the revenue law.
During the year a suggestion was received from a member that
the Institute might be in position to perform a substantial service
by digesting the various corporation laws of the different states
with the purpose in view of evolving a form of annual statement to
be made by corporations which would yield all of the useful in
formation required to enable the officials of the various states
properly to administer their laws. This work has proceeded
under the supervision of the secretary to a point where it now
should be made the work of a competent committee authorized to
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take up with the several states the matter of the adoption of
uniform forms and methods of procedure in the requirements
demanded of domestic and foreign corporations. In my opinion,
a very valuable service can be rendered, particularly to the various
states and to the corporations concerned, as at present the several
states exact varying information on forms that are not har
monious and place upon the corporations doing business therein
a burden that can be easily removed.
During the year, as will appear from the secretary’s report, the
formation of chapters has proceeded and the Institute is thereby
in touch with many of the most important localities in the coun
try. There remain to be organized chapters in a number of states
and it may be confidently expected that such chapters will be,
within a brief period of time, fully organized, when the Institute
will be enabled immediately to communicate with some one
charged with the duty to represent it in every part of the country
and thereby get into action such influences as may be necessary
to carry out its purposes. This point of contact will be particu
larly valuable with respect to national legislation in which the
Institute may hereafter be interested.
During the year there has been called to the attention of the
Institute difficulties arising through the unwise amendment to the
laws of one of the states, providing for the issuance of certificates
to those who have qualified as certified public accountants. The
Institute has contributed of its funds to the defense of the law of
the state in question and has been prepared to give such further
aid and support to those who are fighting for the integrity of the
law, as might be asked for. In this matter the Institute has again
indicated its longstanding interest in the protection of the integ
rity of the certificates granted to certified public accountants and
its support of proper laws for the issuance thereof.
At the last annual meeting of the Institute an amendment to its
constitution was submitted by the terms of which the membership
of the Institute would, after a stated time, be confined to those
who are holders of certificates as certified public accountants,
issued under the laws of the several states. The amendment was
not adopted, but with the experiences of the period which has
intervened since its submission it has seemed to me more than ever
manifest that the interests of the Institute, of the profession at
large, and of the certified public accountants would be best served
by the inclusion of this provision in our constitution. At the
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time of the organization of the Institute there were reasons, which
I believe no longer exist, for the extension of the privileges of
membership to those who were not certified public accountants.
If I am correct in believing that the time has passed when such
privileges are required and that the time has arrived when every
practising accountant in this country, other than those referred to,
should be a certified public accountant, then the amendment
mentioned should be seriously entertained and put into effect at
the earliest opportunity. One of the benefits which would flow
from this action would be to set at rest the fears of those who have
been induced to doubt that the American Institute of Accountants
is devoted whole-heartedly to the interests of those who practise
as certified public accountants and may be depended upon to
defend their rights whenever such rights are in any wise jeopar
dized. The Institute has never solicited the membership of any
practising accountants, but has contented itself with receiving
and acting upon the applications made to it voluntarily by those
who believed membership to be valuable. I am not sure that this
policy has been altogether wise. I find, upon investigation, that
many practising accountants throughout the country are wholly
unaware of the benefits and privileges which the Institute can
provide and I believe that the Institute should, in a proper and
dignified manner, bring to the attention of those who have not yet
sought membership the advantages obtainable therefrom.
During the year now closing the Institute has found it necessary
to defend the rights of certain members by requesting the board of
tax appeals to liberalize its rules in such a manner as to admit to
practice before it those members of the Institute who are not
certified public accountants. For this action the Institute has
been severely criticized by certain members who believed that the
interests of the profession were, to a certain extent, injured or at
least jeopardized by such action. It is a matter of great regret
that a situation developed which seemed to place the Institute in
an attitude of opposition to the great majority of its own mem
bers, who are certified public accountants, but the management
of the Institute, composed entirely of certified public account
ants, could not escape the conclusion that there rested upon it
a solemn duty to do what could be done to protect the interests
of those- who have been and are its loyal members, who have
contributed of their substance to its advancement and who have
the unquestioned right to look to it for support and aid when
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their professional opportunities are threatened with abridgment,
if not extinction.
In turning over the affairs of the Institute to my successor I do
so with a feeling that it is in a better position than ever to serve the
interests of the profession; that it has had a growth of influence
with the business public; that it has the confidence of the banking
community and that its capacity for service to the public has
materially increased. This result is, of course, due to the fidelity
of those who have served upon its council and upon its various
committees, since its work is accomplished through the medium of
these bodies. To all of these I make acknowledgment of my
sincere gratitude for their loyalty and for their intelligent dis
charge of the duties committed to them. Failure to express ap
preciation of the quality of service rendered by the secretary and
the staff he has organized at headquarters would be unkind and
unjust. The secretary and his entire corps of assistants deserve
the thanks of the Institute for their loyal and intelligent service
to it.
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The Board of Tax Appeals *
By Charles D. Hamel
Since the passage of the first income-tax statute in 1913, the
accountant has played an important part in the administration
of the federal tax law. When the war came on and it became
necessary to raise additional revenue, and the war revenue acts
were passed, which made necessary the determination of invested
capital, and carried other provisions with which we had had no
experience, the accountant’s role became still more important.
The important part played by the accountant in the administra
tion of the law during these years has had its effect upon the
principles involved in the more recent acts. The principles
embodied in the present act are the result of knowledge obtained
by the treasury department through its administration of the law.
Many of the most important changes are those founded upon
sound principles of accountancy, many of which have gone into
the regulations and subsequently became part of the act itself.
The precise facts are most important in the handling and
consideration of any case, and it is in connection with gathering
the facts that the technical skill of the accountant has been of
untold value. The ability properly to analyze a balance-sheet,
with its supporting data, may be more important in determining
invested capital than a knowledge, or learned discussion, of the
decisions of the courts. The accountant’s service has been
highly important, and to him belongs a very large share of the
credit for the solution of many of the difficult problems with
which the government and the taxpayer have been confronted.
The organized accountants took a very active and important
part in the discussions which took place while congress had under
consideration the section of the revenue act of 1924 providing for
the board of tax appeals. The first thing the board did after its
organization was to promulgate two rules; one dealing with the
manner by which an appeal might be promulgated and the other
relating to admission to practice. The United States govern
ment, by the rule of the board relating to admission to practice,
for the first time recognized accountancy as a profession, and
*An address delivered at the annual meeting of the American Institute of Accountants,
St. Louis, Missouri, September 17, 1924.
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thereby recognized the great value of the service which had been
performed by the members of that profession in the solution
of the problems growing out of the revenue acts.
It is highly fitting, therefore, that you should be unusually
interested in what the board has done and is doing to carry out
the provisions of section 900 of the revenue act of 1924, which
created it.
Prior to the passage of the revenue act of 1924, under the prac
tice of determining and assessing additional taxes, there were
certain grave fundamental defects which led the public to feel
that it would not receive unprejudiced and equitable treatment.
The only appeal that a taxpayer had as to taxes assessed through
subordinates of the commissioner of internal revenue, prior to the
payment thereof, was an appeal to the commissioner of internal
revenue or his subordinates. Taxpayers naturally felt that the
commissioner of internal revenue, if zealous in the performance of
his duties, would collect as much of the revenue for the govern
ment as possible, and accordingly his inclination would be to
decide all doubtful questions against the taxpayer, and his
subordinates or appointees, whether in the income-tax unit or a
disconnected reviewing body, such as the advisory tax board or the
committee on appeals and review, would be guided by similar
motives.
This attitude on the part of taxpayers brought about discussion
which finally resulted in the creation, by the revenue act of 1924,
of the board of tax appeals, of which the members are appointed
by the president, with the advice and consent of the senate, and
which constitutes an independent agency in the executive branch
of the government designed to stand impartially between the
taxpayer and the bureau of internal revenue.
Prior to the enactment of the act of 1924, the taxpayer before
payment of the tax, sought revision in the adjustments made in
his taxes by the income-tax unit by taking an appeal to the
commissioner. The commissioner personally could not pass upon
all the questions, and various methods of review were provided in
the bureau of internal revenue for consideration of the questions
involved. The advisory tax board functioned prior to October,
1919. The committee on appeals and review was created at that
time and remained in existence until the organization of the
board of tax appeals. The solicitor of internal revenue also
considered many appeals. This machinery merely expressed the
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determination of the commissioner as to the amount of tax due.
This practice led to a feeling on the part of the public that cases
in the bureau were not always decided upon their merits. It was
objected that the appeal from the action of the income-tax unit
was usually taken to an organization which was a part of the
bureau itself, that the person who was to decide the appeal acted
both as advocate and judge, since he must both protect the in
terests of the government and decide the question involved, and
that such conditions did not insure impartial decision of the cases.
If the decision on the appeal was in favor of the government, the
taxpayer only after payment of the tax had the right to protest
the correctness of the decision in the courts, but if the decision
was in favor of the taxpayer the action of the bureau was final and
the decision of the bureau could never be contested in the courts.
It was contended that this condition resulted in the decision of
many doubtful points in favor of the government.
To meet these objections, congress established the board of tax
appeals. Although prior to the passage of the act, the taxpayer
might, after payment of his tax, bring suit for the recovery thereof
and thus secure a judicial determination of the questions involved,
he could not, in view of section 3224 of the revised statutes, which
prohibits suits to enjoin the collection of taxes, secure such a
determination prior to the payment of the tax. It was felt that
the right of appeal after payment of the tax was an incomplete
remedy and did little to remove the hardship occasioned by an in
correct assessment. The payment of a large additional tax on
income received several years previously and which since its receipt
may have been either wiped out by subsequent losses, invested
in non-liquid assets or spent, sometimes forced taxpayers into
bankruptcy and often caused great financial loss and hardship.
These results were not remedied by permitting the taxpayer to sue
for the recovery of the tax after payment. It was believed that he
was entitled to an appeal and a determination of his liability for
the tax prior to its payment.
Under the provisions of the act creating the board, the taxpayer
may, prior to the payment of additional tax, appeal to the board
and secure an impartial and disinterested determination of the
issues involved.
In the consideration of the appeal, both the government and the
taxpayer appear before the board to present their cases, with the
result that each member of the board sits solely as the judge and
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not both as the judge and the advocate. The provision allowing
the commissioner to sue in court for the recovery of any taxes
thought by him to be due in excess of that decided by the board
to be due, relieves the board from the responsibility of finally
passing upon questions involving large amounts and removes the
necessity for a decision in favor of the government in order to
force the issues into court.
The president was empowered, with the advice and consent of
the senate, to appoint, solely on the grounds of fairness to perform
the duties of the office, not more than twenty-eight members to
compose the board. Those first appointed were to serve until two
years after the passage of the act, after which it is provided that
the board shall consist of seven members appointed for overlap
ping terms up to ten years.
On July 3, 1924, the senate not being in session, President
Coolidge made recess appointments of the first twelve members of
the board. The appointees were chosen from all parts of the
country and were selected on the basis of their qualifications for
the office.
Those appointed met in Washington on July 16, formally
organized as a board, elected a chairman and appointed a secre
tary. The board decided to proceed forthwith to the adoption of
rules under which taxpayers could proceed to file their appeals and
the commissioner of internal revenue could prepare to defend
them. By remaining in continuous session, the board was able to
prepare and publish its rules by July 28th, and printed copies were
ready for the public by August 6th. On July 30th the first appeal
was filed.
On August 15th, approximately thirty days after its organiza
tion meeting, the board first sat to hear argument in a motion
made by counsel for a taxpayer with respect to the commissioner’s
pleading in his case, and on August 19th the first appeal was
argued before the board, all members being present. The board
was ready even before this time to hear appeals, but none was
ready for presentation prior to that date. The decision in the
first case was handed down on August 27th, and on the same day
the board heard argument in the second case.
The board of tax appeals is in effect a judicial tribunal of limited
jurisdiction. It has power to review determinations of the com
missioner of internal revenue with respect to income and profits
taxes, estate taxes and the new gift tax. There are some interest
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ing questions capable of argument on either side as to the extent
of the jurisdiction of the board over taxes assessed under past
revenue acts. With respect to these, of course, it would not do to
express any obiter opinions. It has already been necessary to
decide, however, in a litigated case, that the board has no juris
diction over claims for refund. This necessarily follows from the
limited power vested in the board. When the commissioner of
internal revenue makes a determination proposing to assess a
deficiency tax, the taxpayer may appeal to the board, and, to the
extent that he prevails, the commissioner is prohibited from col
lecting the proposed tax by distraint. He may, however, sue in
the courts for the collection of the tax. In that case the findings of
the board are prima-facie evidence of the facts found. This
constitutes a method of appeal by the commissioner from the
determination of the board. The taxpayer has a similar method
of appeal by paying such taxes as the board determines to be
proper and suing to recover them. If a tax has already been paid,
however, the board is vested with no jurisdiction to compel the
treasury to refund it, and the taxpayer’s remedy is the same as it
was before the passage of the 1924 act—by suit in the district
court or the court of claims.
The first problem with which the board was confronted was
that of determining its policy with respect to rules of practice,
including the admission of counsel, evidence and procedure. In
the first draft of the revenue act of 1924, commonly known as the
Mellon bill, it was provided that the proceedings before the board
should be informal, but after several changes, the congress finally
decided to substitute for that provision this language: “The
proceedings of the board and its divisions shall be conducted in
accordance with such rules of evidence and procedure as the
Board may prescribe.” Obviously congress decided to leave the
question of formality of procedure to the judgment of the board.
So it became necessary to decide whether to provide for highly
informal proceedings, such as those conducted by conferees in the
income-tax unit, or strict and technical rules, such as those in
force in the courts, or for some intermediate scheme.
The statute leaves no room for doubt as to the solemn nature of
the function of the board. It is not merely a newly created
higher division of the bureau or even of the treasury department.
It is, in the language of the statute, “an independent agency in the
executive branch of the government,” and as such it is expected to
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act independently in all its determinations. This independent
character cannot be too firmly emphasized because it seems not to
be fully realized, for this is what makes necessary the formal pro
cedure of the board. If the board were within the bureau the
entire record in the bureau would be available to it, and all of the
administrative aspects of each case would need be considered.
The board in the privacy of its chambers would go through the
file and with the aid of an additional argument on behalf of the
taxpayer would determine whether the unit acted wisely. Thus
the taxpayer would be in much the same situation as he has here
tofore been before the unit and the committee.
This is very apparently not what congress intended. The
reports of the congressional committees and the language of the
statute show that what was intended was an entirely independent
body with no motive except to apply the law to the facts in each
case and reach the correct answer in that case. The board is not
to collect the revenue and hence it has no fear of administrative
precedents. Its concern is to see on the one hand that the citizen
is not unjustly assessed and on the other that in the collection of
its just revenue the government is not unduly delayed. The
board represents neither party. Both parties are represented by
their own advocates who, the board confidently believes, will seek
wholeheartedly to give it the proper basis for a correct conclusion.
The provisions of section 900 of the statute are very specific as
to how the board shall perform its function. It must hear appeals,
giving notice and an opportunity to be heard both to the taxpayer
and the commissioner. These hearings shall be open to the public
and all the evidence shall be open to public inspection. It must
not only decide the ultimate question of liability but it must in all
cases make a written report of its findings of fact and decision.
In cases where more than $10,000 is in controversy it must write
an opinion. Witnesses are to be heard and, if necessary, compelled
by subpoena to testify; oaths are to be administered; papers and
books introduced in evidence and depositions taken. These are
not the attributes of an administrative office. They give us the
picture of a judicial tribunal.
We are familiar with the growth in recent years of the special
tribunal outside the judiciary. In the federal government the
interstate commerce commission and the federal trade commission
are well known examples. Such bodies have a composite function
to perform, both judicial and legislative. They are largely con
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cerned with the legislative function of prescribing specific rules of
conduct for the future—and to that end they determine the facts
of the past. Their primary interest is not for the parties but for
the public, so that carriers* rates and business practices shall be
fair. Their problems are more economic perhaps than legal, and
yet these bodies have without exception found it necessary to
adopt the forms of litigation in order to determine issues.
This board has no such legislative function and the problems
which it solves are only indirectly economic. They are primarily
legal. The board must see that a specific statute is correctly
applied to a completed and past state of facts and the specific
liability of a single person under that statute correctly determined
—a purely judicial duty. If a correct determination discloses a
wrong economic result for the future the remedy is with congress.
But there is a further matter to be considered. The act pro
vides that in any subsequent proceeding in court, either by the
taxpayer to recover the amount paid or by the government to
collect the amount abated, “the findings of the board shall be
prima-facie evidence of the facts therein stated.” This means
that in practice the findings of the board shall have judicial effect.
While it is true the board has no power directly to enforce its
determination, here is a provision which gives the decision a legal
sanction in a court of law. I do not wish to express for the board
any opinion as to the legal effect of the decision, but this is proba
bly what may be expected to take place: Suppose the government
sues in court for a deficiency which the board has held is not due.
The taxpayer, relying upon the decision of the board, introduces
it in evidence and the findings of fact thus stated constitute, as
provided by the statute, prima-facie evidence of the facts therein
stated. But a finding of the board cannot be arbitrary and still
retain its weight as evidence. Its effect is only prima facie, which
means that it may be overcome. The opposing party—in our
illustration, the government—may no doubt by countervailing
testimony overcome the effect of the findings. But are they in
the first instance entitled to prima-facie effect unless they are
supported by legal evidence? Will a court respect the findings of
the board if made other than in accordance with a legal record?
If the record before the board discloses that the finding is unsup
ported by legal evidence, how can it be justified? It is unfor
tunate that truth is sometimes elusive and can be captured only
by devious methods; but this is a recognized fact and cannot be
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ignored. If we act upon what the law of our land has after many
years come to recognize as evidence, our feet are upon solid ground.
To do otherwise would be to arouse suspicion and incur resent
ment. This the board hopes to avoid. We want the citizen to
feel confident that we will act openly and above board and that
the decision will be upon the merits of the case.
Having in mind the provisions of the statute and the general
principles to which I have alluded, the board formulated its rules
of practice in accordance therewith.
In the actual preparation of the rules, every effort was made to
make them as simple as possible, and it is believed the board has
succeeded. Anyone who knows the facts in the case and has
formulated his reasons as to why he thinks the commissioner has
committed error, can prepare his petition on appeal. It probably
is not possible, having in mind the provisions of the statute, to
have fewer rules than those adopted. The board has already
found places where minor changes were desirable and others will
undoubtedly occur from time to time as its experience grows.
The statute provides that the board may be divided into divi
sions by the chairman, that the divisions may sit at any place
within the United States, and that the times and places of the
meetings of the board and of its divisions shall be prescribed by the
chairman with a view to securing reasonable opportunity to
taxpayers to appear before the board or any of its divisions, with
as little inconvenience and expense to taxpayers as is practicable.
These provisions have led some persons to believe that divisions
would be permanently assigned to certain cities in different
sections of the country. This undoubtedly would be permissible
under the statute, but so far it has seemed to us inadvisable. At
present it has seemed to the board that if we were to establish
divisions, of say three members, in each of a number of cities and
keep them there permanently, we should very soon have conflict
ing rulings coming from the various divisions. Under the statute
the decision of a division becomes the final decision of the board
thirty days after it is rendered by the division, unless within that
period the chairman has directed that such decision shall be
reviewed by the board. If the board is scattered all over the
country, it cannot very well review decisions of divisions, for
reviewing by circulating copies of records and opinions and by
requesting written comment and vote by absent members would
be highly unsatisfactory. It has therefore seemed much wiser to
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arrange hearings outside of Washington in such a way that divi
sions which go into the field to hold them will return to Washing
ton. No definite arrangements for hearings in the field have yet
been made. The number of cases at issue to date hardly justified
any such assignments, and it has been highly desirable to be to
gether and get experience, as a board. As the number of cases
arising in different parts of the country increases sufficiently to
justify sending divisions out, itineraries will be planned and divi
sions will be sent into the field to sit for stated periods in different
places and then to return to Washington for general conference.
It is impossible to lay out any definite circuits and to prepare
calendars showing when divisions will sit in the various towns on
those circuits, for the number of cases arising in the different
parts of the country should be the controlling factor, as the whole
purpose of sending divisions into the field is to meet the conven
ience of the taxpayer. Just as a concrete indication of what we
have in mind, I might say that the number of pending cases might
develop so that it would be decided to send a division to sit for a
week at Atlanta, another week at Birmingham, a third week at
New Orleans, and then to return. Meanwhile another division
might be sent to cover Los Angeles, San Francisco, Portland and
Seattle; while a third might cover St. Louis, Kansas City, Dallas,
St. Paul and Denver; and a fourth Pittsburgh, Detroit, Cleveland
and Chicago. But it is impossible to make any definite plan until
the board can get more information as to the number of cases it
will have for disposition and some idea as to their geographical
origin. It may be that divisions will be sent into the field as early
as the first of December.
The statute provides for the publication of findings of fact and
decisions in every case, and an opinion in every case involving
over $10,000. Under present plans, the findings and decisions in
each case, and the opinion in those cases where opinions are
rendered, will be mimeographed and will be available to the public
shortly after promulgation. While not definitely decided it is
possible that reports will be reprinted in pamphlet form for weekly
or for monthly distribution, and if this plan is carried out arrange
ments may be made with the superintendent of documents for
subscription to these pamphlets in the same way that the internal
revenue bulletin is now distributed.
All of the members of the board of tax appeals realize the
magnitude and the importance of the task which the board has to
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perform. It has been recently organized and it is felt that great
progress has been made in building up an organization for carrying
on its work. It has not had sufficient experience to determine
whether or not its existence is justified. The purposes behind its
establishment are well known. The board hopes to accomplish
everything that has been hoped for it. It is, however, treading
on new ground and it will have before it in the future many serious
problems. It may be that some of its decisions will be criticized.
During the early period of its existence it is hoped that a charitable
attitude will be taken and that its mistakes, if any, will be con
sidered in the light of the serious problems it has before it. The
board should be given an opportunity to make up its record before
final judgment is passed.
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Investment Trusts in Great Britain
By James Wright
In view of the recent introduction to investors of bankers’
shares in the New York and Boston markets, a short article on the
operations of two representative trust companies in Great Britain
may be of interest. On the London stock exchange there are
listed about one hundred and fifty trust-company issues, and the
investments of these companies cover a world-wide field. This is
in contradistinction to the limited nature of the so-called bankers’
share trusts which confine themselves to a particular field in the
United States, such as railroads, public utilities or chain stores,
and make a small trust out of a selection of stocks in any one of
these groups. A Boston trust recently formed goes a step further
and has investments in five groups, viz. banking, railroads, public
utilities, industrials and insurance but also limited to the United
States. In this it is probably wise.
The primary idea behind the formation of these trusts is the
limitation of loss through the spreading of risks. As long as this
principle is intelligently applied the trust justifies its formation,
but in Great Britain prior to 1914 there was a great fetish (it was
preached far and wide), and that was the geographical distri
bution of investments. Now, if political conditions throughout
the world were always in a stable state, this geographical distri
bution would work out aright, but human nature being what it
is, the idea did not mature as expected. Under this scheme a
trust company might have investments in Russia, China and
Mexico and also have them in the United States, Canada and
Great Britain. This is a good geographical distribution but the
question is: Why invest at all in Russia, China or Mexico where
at any time, by revolutions or otherwise, investments are liable
to be swept away? So the geographical-distribution idea has
had to be strictly limited in recent years. Many of the British
investment trusts, while taking wide powers of investment in
their memorandum of association, have confined themselves
largely to mortgages and investments in the United States and
Canada, and these companies are amongst the most successful.
Up to 1914 the average rate of interest on investments was very
much higher in this country than in Great Britain, and many of
the trust companies made a great deal of money by cheap borrow
ing over there and lending money here at much higher rates. In
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many cases money would be borrowed at 4% in Britain and lent
at 7% or 8% in the western states so that considerable profits
accrued to the trust companies by means of this operation.
Since 1918 this method cannot be employed so successfully be
cause interest rates, the United States being a creditor nation,
have shown a tendency to come closer together in the two
countries, so that there is not the same “spread” upon which to
work. Probably the United States in course of time will have to
become a foreign lender on a large scale.
In recent years there has been a great reduction in the amount of
American investments held by British trust companies. During
the war many of these securities were commandeered by the
British government in financing the purchase of supplies for the
allies. A further cause for reduction was the premium on the
American dollar. There was a great temptation for the British
trusts to realize their American securities and so secure the
premium, at various times substantial, by selling out and remit
ting the dollar proceeds to Britain. So long as sterling stands
at a discount compared with the dollar there is not much induce
ment for British trusts to remit money here for investment. In
the course of time, when exchanges right themselves, further funds
will flow to this country from foreign sources.
Most of the British investment trusts are confined to London,
Edinburgh, Dundee and Glasgow. In the last-named town the
movement is of comparatively recent growth, but the companies
are under competent management and direction. The two
largest trust companies in Britain are the Industrial and General
Trust, Ltd., London, formed in 1889, and The Alliance Trust
Company, Ltd., Dundee, formed in 1888. The latter is probably
the largest and most successful company of its kind in the
country.
A perusal of the balance-sheet of the Industrial and General
Trust in a summarized form reveals the following:—
The Industrial and General Trust Ltd.
BALANCE-SHEET—MARCH 31, 1924

Assets
Investments..................................................................................
Loans, advances & sundryassets...............................................
Debenture stock expenses:
Balance to be writtenoff....................................................
Cash at bankers............................................................................

£5,723,266:0:0
64,448:0:0
50,000:0:0
53,616:0:0

£5,891,330:0:0
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Capital issued:
Debenture stock:
3½%............
4 %..............

Liabilities

£ 930,584:0:0
1,569,416:0:0

Preference stock:
4½% Cumulative.

£2,500,000:0:0
1,250,000:0:0

£3,750,000:0:0
1,250,000:0:0

Ordinary stock

Creditors........................................................................................
Reserve funds...............................................................................
Profit-and-loss account:
Balance at credit..................................................................

£5,000,000:0:0
96,879:0:0
675,000:0:0

119,451 :o:o
£5,891,330:0:0

This balance-sheet is drawn up in such a form as to illustrate
the main factors in the following remarks:—
Investments. From the above it will be observed that the
investments total £5,723,266 and they amount in number to 848.
The average holding is therefore £6,750 or, say, $30,375. A
criticism which may be offered is that the number of securities of
this company looks too large for close and competent supervision
and might with advantage be reduced in number.
As a general rule in the report and accounts for the financial
year the trust companies give some indication of the market value
of the investments compared with cost or book value. In this
case the report reads as follows:—
The market values at the date of the balance-sheet of such of the in
vestments as are quoted and the estimated values of the remaining
investments show the aggregate amount at which they stand in the
balance-sheet to be amply represented

Cash at Bankers. Ina trust company of this nature the amount
of cash required to be kept in bank is not material and as a general
rule is only nominal in amount either debit or credit.
Capital Issued. It will be noted that the fixed-interest-bearing
stocks, both debenture and preference, bear interest at very low
rates, ranging from 3½% to 4½%. These stocks represent .75%
of the issued capital so that the interest and dividends received
by the company in excess of the amount required to take care of
the interest on the debenture and preference stocks revert
entirely to the benefit of the holders of ordinary or common
stock. This is a very substantial gain as, in most cases, these
debenture and preference stocks are non-callable. In making
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fresh issues of capital most of the trust companies issue this in the
form of shares at a fixed price and these are subsequently split
into preference and ordinary stock, so that the ordinary stock
still has the benefit of a low-interest-bearing preference. This
policy has been of advantage to the trust companies as the two
classes of shares appeal to different types of investors. These
preference shares give a yield of about 5% and as a rule are very
well secured. They appeal to the conservative investor.
Reserve Funds. The reserve funds of this company amount to
£675,000 representing 54% of the ordinary stock.
Dividend Record. In 1912 the dividend was 9%, from 1913 to
1920 10%, from 1921 to 1923 the rate was 12% and during the
last year 12½%. In 1919a stock dividend of 20% was paid out
of the reserve fund.
Management. The direction and management of a British
trust company is in the hands of a board of directors and a
secretary, who also performs the duties of treasurer. A manager
may also be appointed. The board in this case consists of seven
members, the chairman being a chartered accountant and one
member being managing director. While the board can lay down
general lines of policy, the members cannot be expected to have
the time to give close attention to details. The appointment of a
first-class manager or secretary is therefore all important and in
this respect the trust companies are very well served owing to the
careful training which many of the trust company staffs have.
There is generally a well-trained man to carry on when occasion
requires.
It is a matter of pride to the accounting profession in Great
Britain that so many of its number are being chosen to direct
the destinies of trust and industrial concerns. Their training
makes them specially fitted for this work.
Distribution of Investments. The Industrial and General Trust
publishes in its annual report a fully detailed list of the invest
ments which it holds. This is not a common practice in Britain,
but it is one which might be followed by other companies, as, in
addition to giving stockholders full information regarding the
company’s affairs, it acts as a check on the directors by making
them give very careful consideration to the selection of invest
ments. This company also gives useful tables showing the
distribution, classification and denomination of securities held.
These tables being of great interest are shown as follows:
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Summary of Investments
i. Showing manner of distribution among different classes of under
takings.

Per Cent.
Industrial...................................................................................... 46.20
American and foreign railways.................................................. 21.23
Banks and financial...............................................................
9.72
Government securities and municipal loans.............................
9.34
Home and colonial railways.......................................................
7.44
Tramways and omnibus...............................................
3.91
Land and property......................................................................
1.66
Shipping.................................................................................................. 50
100.00

II. Showing classification according to localities.

Great Britain................................................................................
Argentine Republic......................................................................
British dominions and dependencies.........................................
South America, excluding the Argentine Republic..................
United States of America...........................................................
Asia and Africa, excluding British dominions and dependencies
Mexico and Central America.....................................................
Europe, excluding Great Britain...............................................

Per Cent.
38.17
14.53
14.32
14.19
6.99
4.77
3.68
3.35

100.00
III. Showing classification according to the denomination of securities.
Per Cent.
Bonds, and debenture and guaranteed stocks......................... 43 -93
Preference shares and stocks...................................................... 15.84
Ordinary and deferred shares and stocks................................. 40.23
100.00

As a whole, this company’s accounts, so far as detail is con
cerned, are a model for other trust companies to follow. The
directors are to be complimented on their courage in taking the
course they take, as it gives stockholders full information regard
ing the company’s affairs.
During recent years the tendency has been to swing to home
securities, but when exchanges right themselves money will flow
to the countries where it can be most profitably and safely
invested.
The balance-sheet of the Alliance Trust Company, Ltd., sum
marized is as follows:—
The Alliance Trust Company, Ltd.
BALANCE-SHEET—JANUARY 31, 1924

Assets
Investments:
At or under cost and after deduction of
contingent fund.................................................................
Sundry debtors.............................................................................
Cashat bankers............................................................................

£6,049,529:0:0
29,710:0:0
3,402:0:0
£6,082,641 :o:o
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Liabilities

Capital issued:
Preference stock:
4¼%.......................
4%...........................

£700,000:0:0
550,000:0:0
-------------- £1,250,000:0:0
Ordinary stock.........................................
550,000:0:0
-------------Creditors:
Debentures and loans............................. £2,776,095:0:0
Secured bank advances..........................
114,950 :o :o
Sundry creditors......................................
116,882 :o :o
-------------Reserve fund................................................................................
Profit-and-loss account:
Balance at credit..................................................................

£1,800,000:0:0

3,007,927 :o:o
1,171,250:0:0

103,464:0:0
£6,082,641 :o:o

Investments. The investments as shown above amount to
£6,049,529. In the early stages of this company’s career it was
mainly concerned with mortgage business in the western states of
America and even now it does a substantial business in mortgages
where cotton, grain and cattle lands are concerned. However,
the main trend of its investment business is now to bonds and
stocks, which give less trouble in looking after than the mortgage
business. In the latter the company at times has to take over
real estate in satisfaction of mortgages and this has to be carefully
nursed before it can be disposed of to advantage. The bond and
stock business now represents 62% of the company’s invested
funds and the mortgage end 38%.
In the note under investments will be found a reference to a
contingent fund. A practice has arisen in trust company business
to create such a fund which, it will be noted, is deducted from the
investment total. This fund is usually built up from capital
profits on the sale of securities and also by appropriations from
profits. The provision of a contingent fund, while it has many
advantages, has the great disadvantage that it can be used by the
management to bury “dead horses” and so conceal from share
holders the true result of transactions on the sale of securities.
Where the total of the contingent fund is disclosed, no great harm
can arise, because stockholders by comparing one year with
another can figure out pretty closely what is taking place, after
taking into account appropriations from revenue. In the
Alliance Trust the actual figure is not revealed, but the report
states that it is “at a figure representing about 4% on the total
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amount of our invested funds. ” In this case half a loaf is better
than none.
So far as the bond and stock business is concerned the com
pany gives the interesting information that £1,735,308, or 44%,
is invested in irredeemable securities and £2,171,063, or 56%, in
redeemable securities the average date of maturing in this case
being 1936.
A valuation of the bonds and stocks was made at the close of
the financial year and according to the directors’ statement
“shows their value to exceed the amount at which they stand in
the balance-sheet. ”
Capital Issued. It will be seen from the balance-sheet that the
ordinary stock of this company stands at a relatively small
figure compared to the total of the preference stocks and the
debentures and loans. These latter are all borrowed at a cheap
rate, the preference stocks being 4¼% and 4%, while the average
rate for the debentures at the close of the year was 4.65%. The
effect is that the ordinary stock, subject to the above influence of
cheap money, has a very high earning power and this is reflected
in the market price, which is £435 per £100 of stock. The
ordinary also naturally reaps the benefit of the reserve fund
amounting to £1,171,250.
The Alliance Trust also follows the usual practice of making
new issues of stock at a certain price, and the new issue is sub
sequently converted into preference and ordinary stock. As an
example, the company recently made a new issue of new shares of
£2 each at a price of £4:12: 6 a share in the proportion of two new
shares for every £22 of ordinary stock. Subsequently these £2
shares will be converted, one-half into 4% preference stock and
one-half into ordinary stock.
Reserve Fund. The reserve fund amounts to £1,171,250 and is
equal to 213% compared with the amount of ordinary stock
outstanding, so that the book value of the ordinary is 313% to
which has to be added the undistributed balance of profit-and-loss
account and also any unappropriated balance on the contingent
fund.
The reserve fund is created by transfers from profit-and-loss
account, and also by the premiums on new shares issued. On
reference to the preceding paragraph it will be seen that the
reserve fund will fall to be credited with £2: 12: 6 a share repre
senting the premium on the new issues. Exceptional profits may
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be credited either to this fund or to contingent fund. The actual
destination does not affect the situation.
Dividend Record. The record of the company in this respect
is excellent, which can easily be understood for the reasons given
above. From 1915 to 1920 inclusive the dividend was 19%.
In 1921 it was 20%, in the years 1922 and 1923 21% and for the
year ended January 31, 1924, it was 22%. The trust earned 34%
on its ordinary stock during the last financial year.
Management. In this case the board of directors consists of
five members, all experienced men associated with the staple
trades of jute and flax in the city of Dundee. There is also a
manager, a lawyer with a financial training, and a secretary, a
chartered accountant, who devote their whole time to the business
of the trust. Frequent visits are made to the United States and
Canada in order that the trust may be kept in close touch with
business conditions in those two countries. The trust has
numerous correspondents throughout the United States and
Canada and these report regularly to the head office on conditions
in their territory.
Taxation. In taxation of the company’s profits, it is disclosed
by the accounts that the income for the year amounted to
£387,145 while taxes were paid as follows:
British:
Income tax.......................................................
Corporation profits tax...................................

£72,546
4,368

Foreign taxes............................................................................

£76,914
6,389
£83,303

This is a very heavy item and represents almost 22% of the
income for the year. Income tax is charged up as a debit to
profit-and-loss account before the profit for the year is ascer
tained.
Owing to the limitation of space the above is necessarily a brief
resume of investment-trust business as carried on by typical
companies in Great Britain. The prime elements of success in
this class of business are first and foremost a good board of
directors, experienced management, careful selection of securities
and a constant watch on financial and economic conditions affect
ing countries where investments are made. When the above
requisites are observed, success in the investment-trust business
is assured.
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Teaching Accounting at Boston University
By Everett W. Lord
The college of business administration of Boston University,
organized in 1913, had as one of its primary purposes professional
education in accountancy. Indeed, great emphasis was laid upon
the need of the accounting profession for a professional school of
college grade in Boston, and technical accounting subjects were
given a large place in the curriculum originally adopted. Wal
dron H. Rand, a former president of the American Institute of
Accountants and for several years chairman of the Institute’s
educational committee, was one of the principal advisors of
the committee on organization and from the first has been given
a place on the faculty of the college as counsellor on accounting
subjects. The few subjects specifically required by the state
laws for C. P. A. examinations were given special attention in the
college programme.
Nineteen professors and instructors are engaged in conducting
accounting classes at Boston University: fourteen of these men
are certified public accountants. The importance of account
ancy in a business education is obviously not overlooked. But
the faculty of the college early became convinced that a pro
fessional accountant needed much more than a technical training
in the phases of his profession; that just as a physician or an
engineer has a real need for a general, even a liberal, education,
so does the professional accountant; that a narrow technical
training might produce narrow technicians, but could not meet
the demands of men who desired to be not only skilful account
ants, but good citizens and persons of culture. In this opinion
the faculty was strengthened after conferences with some of the
leading accountants of the country, and as a result early in the
history of the college made a revision of the curriculum for the
purpose of adding to the requirements for the degree a share of
more general and cultural courses of study.
A four-year programme for the day student and a six-year
programme for the evening student were announced. This is
the present plan of the college course. In either case the required
subjects include a considerable number of standard educational
topics, as well as the basic courses required for a business educa
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tion. In either case opportunity is given for election of special
courses intended for technical training. Fourteen certificate
programmes are announced. Of these, two are in the accounting
department, one for private accounting, the other for public
accounting. These programmes include all of the subjects
which usually are included in accountancy training and are
intended fully to meet the requirements for the C. P. A. ex
aminations.
It is the belief of the faculty of the college that there is con
siderable advantage in extending the course of study over a
minimum of four years. It is hardly possible to intensify courses
of study with satisfactory results. Many tried to do this under
the impulse of the war necessity, but even with the stimulus that
that period afforded the results were not entirely profitable. The
human mind may be forced to work at high pressure, but educa
tion is of necessity somewhat of a slow process. It implies culti
vation ; it requires some time for development and for the creation
and encouragement of desirable mental habits. So we believe
that the young man who is studying to be a professional ac
countant will really learn more about accountancy if, while
carrying on his course, he studies something of English literature,
something of history, something of science, and even of art.
Not only do we believe that he will be a better accountant
because of his knowledge of these other things, but we believe
that he will advance in his study of his profession fully as rapidly
as he would be likely to do if the liberalizing subjects were
entirely omitted. We believe that the experience of our students
and graduates verifies this theory of ours. That is perhaps the
most satisfactory outcome of our experience.
Hundreds of students are taking these courses each year. In
our day division at least a thousand students are studying
accounting; probably not more than one-tenth of this number will
specialize in the subject, working for the certificate of account
ancy in conjunction with their degree programme. In our
evening courses perhaps fifteen hundred are studying account
ancy, with about the same proportion specializing in the subject.
Each year considerable numbers of these students have finished
their academic programme and have attempted the state ex
aminations for their C. P. A. certificate.
There is no doubt about the professional success of our gradu
ates. Although the college is new, there are already scores of
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graduates holding the C. P. A. certificate and developing suc
cessful practice. They are demonstrating the fact that the man
who is well grounded in the broad fields of culture and technical
training is better fitted for his profession than can be one who is
trained only in the technique. The trained technician is neces
sary, but he can be more happy in his work and more useful in his
community, if in addition to his technical training he has the
broader education that a college course can give.
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The Accounts of the Public Accountant
By Robert S. Pasley

I have never been called upon to systematize or audit the
accounts of a public accountant nor have I heard that any of my
fellow practitioners number accountants among their clients.
While some accountants are, no doubt, like the proverbial shoe
maker, there are others who practise what they preach. It is
strange but true that even those systematic ones do not call in a
fellow practitioner to install a system of bookkeeping or audit
their accounts. The result is that the public accountant, in
designing a system of accounting for his own requirements,
cannot draw upon his experience as he invariably can when
dealing with the affairs of his clients.
We are all familiar with the arguments advanced in favor of
uniform systems of accounting for the same industry. Many of
us have advanced these arguments and initiated and installed
such uniform systems. Why should not the accounting methods
of the public accountant follow along uniform lines for the
general reasons which govern other lines of endeavor? If there
were no other reason in favor of it there would be then something
having an intimate appeal, in addition to golf, as a subject of
discussion with our friends when we meet at conventions.
While I have the temerity to present in this article an outline of
the simple accounting methods followed by my firm, I do not
submit this as ideal but rather as a ground-work upon which a
generally acceptable uniform accounting system for public
accountants might be established.
The books and records kept dealing with the bookkeeping are
as follows:
Staff weekly time reports
Cost sheets
Summary time-book
Duplicate bills to clients
Monthly summarization of billing and costs
Case ledger
Journal
Cashbook
Private ledger
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As time is the basis of accountants’ charges to clients, with
some exceptions, the members of the staff are required to prepare
weekly and at the end of each month time-sheets showing the case
or cases upon which engaged and a summary of the number of
hours spent thereon. The summary is supported by a brief
description of the character of the work performed each day.
This time-sheet deals with time only and there is no provision
made thereon for money values. The principals also prepare
time-sheets.
The bookkeeper endeavors so to arrange it that all time-sheets
for the previous week are in his possession by the following
Tuesday. This is possible except in the case of men out of town
at distant points. The time-sheets are numbered consecutively
and posted to the cost sheets so that the cost information is always
up to date. Each case under way has a separate cost sheet.
While a number is given to each case as it comes to the office, and
this number never changes but follows the case all through the
working papers, reports and correspondence, we find that no
useful purpose would be served by giving a cost number to each
cost sheet—the name of the case or case number being deemed
sufficient. The posting of the time-sheet to the cost sheet con
sists of entering the date, accountant’s name, time-sheet number
and the hours. No money values ever appear on the time-sheet
or cost sheets. In the event of proving claims the original cost
sheet and time-sheets can be produced, as all essential information
is shown thereon.
Before filing the time-sheets they are collated weekly in a
summary book under the name of each staff member. The time
of each staff and firm member is summarized monthly and brought
together showing the total number of hours charged to cases in
the month. This record also furnishes statistical information in
time only as to idle time, holidays, etc.
The bills to clients are made in duplicate, the duplicates being
numbered consecutively and filed in a loose-leaf binder. When
bills are paid the duplicates are so stamped. This binder is
consequently the accounts-receivable ledger.
The rest of the current bookkeeping work consists of recording
the cash receipts and disbursements. This is a columnar book
and on the receipt side provides for bank, accounts receivable
and miscellaneous. The disbursement side is divided according
to the main expense classifications and a miscellaneous column.
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As all expenses applicable to each month are paid within the
month, a voucher register is not necessary.
At the end of each month the cost sheets are balanced by ab
stracting a trial balance in the following form:
Case
Jones.............
Smith............
Johnson........

September 1st
Hours Amount
50

250
300

Month of September
Hours Amount
180
600
75
855

Hours
230
600
325

Total
Amount

1,155

The number of hours under the month of September should
agree exactly with the total charged to cases appearing in the
time-summary book. While this agreement proves that all time
chargeable to cases has been so charged, it does not eliminate
the possibility of charging time to the wrong case. The individual
posting of the time sheets should be always rechecked.
After this agreement is effected the money cost is inserted on
this work sheet. In the case of September 1st this is copied from
the detailed schedule of the previous month of “cases under
way.” The individual costs for the month of September are
determined by multiplying the number of hours on each case as
shown by this work sheet by the hour rate. The extension of
the sum of the money values of the first two columns into the
third column furnishes the total hours and money cost of “costs
unbilled” before transferring the costs of the cases billed within
the month.
The private ledger entry is as follows:
Costs unbilled....................................................................
Expenses charged in costs.........................................
Partners’ earnings......................................................

$---$---$----

The debit above is determined by multiplying the month menhours by the hour rate, the credit for partners’ earnings is com
puted as explained later, and the credit for absorbed expenses
represents the difference between the total amount charged
costs and the credit for partners’ earnings.
At this point I shall be obliged to digress slightly for the pur
pose of dwelling a moment on this hour rate.
The system I am outlining here has as its base the theory that
every case should bear its proportionate share of all expenses
incurred by the firm—salaries, supervision, office rent, stationery,
etc. The salaries paid the staff are included in the total overhead,
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and there is also included an amount based on the proportion
which partners’ time charged to cases bears to the total number
of month working hours. This amount is calculated at the rate
paid to the chief of staff, and a credit account is established called
partners’ earnings charged to cases.
Theoretically, all expenses incurred each month are spread over
the individual cases by establishing an hour rate as the quotient
of the total number of hours charged to cases divided into the
sum of all expenses including salaries. This method, however,
is cumbersome and to some extent misleading. It is cumbersome
as it entails a different rate each month, running into decimals;
it is misleading for the reason that in the average accountant’s
office the total of month hours charged cases is considerably
higher in the earlier months of the year than at any other time,
resulting in a low hour rate in these earlier months and conse
quently a misleading net profit, as no reserve results for idle time
later in the year.
The plan found practical and advocated here is to establish an
hour rate based upon the results of the two immediate prior years
and to maintain this rate throughout the current year. The total
number of hours charged to cases for the two years is divided
into the sum of all expenses for the two years, and the quotient
is then slightly increased to round figures for ease in the bookkeep
ing work. It will be found by this method that in the earlier
months of the year there will be a substantial credit in the private
ledger representing the excess of costs charged to cases over the
actual expenses incurred, which, in reality, represents a reserve
for idle time. This credit, unfortunately, will surely decrease as
the year goes on. The balance at the end of the year, whether
credit or debit, represents the amount by which the total expenses
were over-absorbed or under-absorbed. This method has the
additional advantage of uniformity throughout the year, the costs
of each case depending then upon the time spent thereon, and
not upon the salary rate of the men actually engaged on the work.
By this method costs and the efficiency of the office administration
may be compared. As is well known to all practising account
ants, men are assigned to cases, with some exceptions, because of
their availability. It is rather an absurdity to consider that on an
occasion when a senior accountant handled a certain case the costs
were higher that time than on other occasions when the work was
done by a semi-senior. It is especially absurd if this particular
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senior accountant completed the work in less time than was
usually required, and if not assigned to this case would have been
idle. Would it be better management to keep the client waiting
and allow the senior accountant to remain idle until a semi-senior
or lower-salaried man became available? Yet under the system
of charging cases with actual salary costs all this might happen,
but the costs in the case would appear as favorable as ever.
Having balanced the cost sheets, the cases billed in the month
are summarized. The cost of each case billed is transferred to
this summary from the cost-ledger trial balance. The open items
left on this trial balance are listed and represent costs on cases
under way—the total thereof being in agreement with the control
account. A physical separation is then made of the cost sheets
by transferring to a special binder the cost sheets on cases billed.
No money values are entered on the cost sheets now or at any
other time.
The summary of cases billed appears as follows, and the totals
are posted to the private ledger accounts as shown below:
Case No.

Case

Bill No.

Hours

Fee

Costs

Profit

$ X X
$ X X
Dr. A/cs rec. Dr. Costs billed
Cr. Fees
Cr. Costs unbilled

The individual items on the summary are posted to the case
ledger, which is loose-leaf and ruled as follows:
Date

Hours

Fee

Costs

Profit

A trial balance of the case ledger agrees with the accounts
“fees” and “costs billed” in the private ledger, and the total
of the profit column will represent the actual net profit to date
after adding thereto the account “partners’ earnings,” interest
received, and deducting the balance of under-absorbed expenses.
The income account would appear as follows:
Cases billed...................................................................................
Costs on cases billed...................................................................

Add: Partners’ earnings.............................................. $----Interest received.................................................................

Deduct: Expenses under-absorbed..............................................
Net profit...............................................................
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Expenses over-absorbed would appear as a credit on the balancesheet, and in effect would represent a reserve for idle time. The
individual expense accounts such as salaries, rent, telephone,
etc., remain open all year, and at the year end are charged to the
account “expenses charged to costs.” These expense accounts
should, however, be listed each month on the firm’s statement.
The net profit can be stated monthly under this system on an
actual cash-received-and-disbursed basis by making the necessary
and obvious journal entry.
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[The following report of the committee on state legislation of the American
Institute of Accountants, presented at the meeting of the council on September
15,1924, was accepted, and in view of the importance of the questions discussed
in the report it was resolved that the matter should be published in The

Journal

of

Accountancy.—Editor.]

To the Council of the American Institute of Accountants:
Gentlemen: Your committee on state legislation reports as
follows:
During the past twelve months various state legislatures have
been in session and your committee has been in touch with local
authorities and public accountants interested in the preservation
of our standards in every state and territory of the union. Through
the medium of The Journal of Accountancy and of the Insti
tute bulletins, members of the Institute have been informed of all
important legislation enacted and attempted, the chief of which
were the new C. P. A. law in Maryland and the attempted enact
ment of the so-called McGinnies bill in New York which was
vetoed by Governor Smith after having been passed by the legis
lature.
In September, 1916, the Institute considered and approved a
draft of a standard C. P. A. law purporting to express the views of
the Institute as to what a model C. P. A. law should provide.
Many states have since enacted laws and amendments to pre
existing laws based more or less on the Institute standard. It
is, however, recognized that with the passage of eight years our
profession has gained experience and this committee has been
requested to submit a new form of model or standard C. P. A.
law which the Institute may after due consideration now endorse
as representing the views of its members on state C. P. A. legis
lation generally.
The attempts to amend and perfect state C. P. A. laws in
recent years have raised a few difficult and important questions
which, in our opinion, were focussed in the discussions extending
over nearly eighteen months preceding the passage and ultimate
veto of the McGinnies bill in New York. Having regard to
this, and in order to obtain a wide and fair expression of opinion,
your committee addressed a letter of inquiry to the officers of
state societies and members of state boards of accountancy in
all states of the union.
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Many replies to the letter were received, and a consideration of
these diversified expressions of opinion on the questions asked
may well lay the ground for the formulation of a model or stand
ard C. P. A. law which the Institute may approve as expressing
its official views.
Turning to the various questions asked:
I. Definition. In what respect do you consider the McGinnies defini
tion of the practice of public accounting deficient or otherwise? How
would you improve it?

This question appeared to be necessary because in the discus
sion of the McGinnies bill it became evident that in seeking legis
lation (for the public welfare—and only incidentally for the
protection or benefit of public accountants) it was essential that
the law as far as possible should make clear what did actually
constitute the public practice of accountancy so that such practice
may be regulated and controlled as the law contemplated. The
definition in the bill was as follows:
A person engages in the public practice of accountancy within the meaning
and intent of this article who, holding himself or herself out to the public
as a qualified practitioner of accountancy, offers for compensation to
perform, or who does perform, on behalf of clients, a service that requires
the audit or verification of financial transactions and accounting records;
the preparation, verification and certification of financial, accounting and
related statements for publication or credit purposes; or who in general
and as an incident to such work renders professional assistance in any or
all matters of principle and detail relating to accounting procedure and the
recording, presentation and certification of financial facts.

In the course of discussion it also became evident that in pre
senting the bill to the legislature it would be desirable if not en
tirely necessary to show that the practice of accountancy is or
should be a profession as distinct from a business. The Century
Dictionary defines a profession as:
The calling or occupation which one professes to understand and to
follow; vocation; specifically a vocation in which a professed knowledge
of some department of science or learning is used by its practical applica
tion to the affairs of others, either in advising, guiding or teaching them,
or in serving their interests or welfare in the practice of an art founded
on it. Formerly theology, law and medicine were specifically known as
the professions; but, as the applications of science and learning are ex
tended to other departments of affairs other vocations also receive the
name. The word implies professed attainments in special knowledge, as
distinguished from mere skill; a practical dealing with affairs, as distin
guished from mere study or investigation; and an application of such
knowledge to uses for others as a vocation, as distinguished from its pursuit
for one’s own purposes. In professions strictly so called a preliminary
examination as to qualifications is usually demanded by law or usage, and
license or other official authority founded thereon required. In law the
significance of the word has been contested under statutes imposing taxes
on persons pursuing any “occupation, trade or profession," and under
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statutes authorizing arrest in civil actions for misconduct in a “profes
sional employment’’ and it has been in the former use held dearly to
include the vocation of an attorney, and upon the same principle would
doubtless include physicians, unless the mention of trade, etc., in the
same clause of the statute be ground for interpreting the statute as
relating only to business vocations. Professional employment, in statutes
allowing arrest, is regarded as not including a private agency like that of a
factor or a real-estate broker, which can be taken up and laid down at
pleasure.

Further the Century Dictionary adds in its definition of pro
fession the following quotation from Walter Besant’s Fifty Years
Ago:
New professions have come into existence, and the old professions are
more esteemed. It was formerly a poor and beggarly thing to belong to
any other than the three learned professions.

A careful analysis of the replies received to the question as to
the definition of the practice of public accountancy as expressed
in the McGinnies bill discloses that about fifty per cent endorse it
unequivocally; some replies evade the question; several express
the opinion that it is not sufficiently clear or concise, some say
it is too broad, another suggests “leaving it to the courts to de
cide,” and one interesting correspondent writes:
The McGinnies definition is certainly not deficient. If anything it is
too comprehensive—covering more than it should. May I offer a sugges
tion in words:
Beginning at the next from the last line on p. 365, Journal of Ac
countancy, May, 1924, the first clause or provision ending with “ac
counting records” is all right as I see it, the next needs a little more
breadth, thus: “The preparation, verification or authentication in any
manner, of financial, accounting or related statements, for publication,
credit, or any other purposes wherein such authentication may or might be
accepted as conclusive or presumptive evidence of the accuracy, integrity
and unequivocal character of such statement or any part thereof, but the
remainder of the definition I would omit as being on debatable ground.

Surely under the Century Dictionary's definition the public
practice of accountancy is a profession. Yet in his veto of the
McGinnies bill Governor Smith stated:
By this bill we are setting up another profession and closing the door
to a great many competent men and women who could follow the calling
of accountancy.

In seeking restrictive C. P. A. legislation—legislation that will
restrict the practice of public accounting to qualified persons—
it is important that we convince legislatures and governors that it
is a profession requiring a
“professed knowledge of some department of science or learning used
by its practical application to the affairs of others ... ”

and that a public accountant to be worthy of the public trust and
confidence must of necessity have
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professed attainments in special knowledge, as distinguished from mere
skill; a practical dealing with affairs, as distinguished from mere study
or investigation, etc.

In short the legal and statutory recognition of our calling as a
profession must be the basis upon which any new model laws must
be advanced.
In the opinion of your committee the McGinnies definition of
the practice of public accountancy should be adopted as represent
ing the views of the American Institute, as an improvement over
the definition in the standard C. P. A. law adopted by the In
stitute in 1916 which was as follows:
Sec. 2. For the purpose of this act, a public accountant is hereby
defined as a person skilled in the knowledge and science of accounting,
who holds himself out to the public as a practising accountant for com
pensation, and who maintains an office for the transaction of business as
such, whose time during regular business hours of the day is devoted to
the practice of accounting as a professional public accountant.

II. Authority for Issuing C. P. A. Certificates. The purpose of
this question was to ascertain if anyone had yet discovered a
positive means of keeping the granting of C. P. A. certificates
entirely out of politics. The replies were barren of constructive
suggestions. About half favored the direct appointment of
state boards of accountancy by the governors of the states;
many others recommended that the appointment of state boards
be made by the state department of education (itself often ap
pointed by the governor); one recommends that the state board
of accountancy be appointed by the governor upon the recom
mendation of a commission of practising C. P. A.’s, but he does
not say who shall appoint the commission; and several suggest
that the governor appoint the board from a list of C. P. A.’s
nominated by the state society; and one correspondent writes:
There is no agency short of the higher courts which is free from political
influence. Where state justices are chosen for specified terms or subject
to recall, even they may be susceptible to some degree of approach, but
the courts do offer the most promising basis for unbiased appointment..
I have no particular belief that universities are guiltless excepting in
the degree and style of their amenability.
There should be a board; it should have “staggered” appointments and
there should be a limited term of service without possibility of repeating.
There is much to be said in favor of freeing such boards from craft preju
dices by composing it from other walks, such as the educational, but that
is the only reason for not making it solidly a board of accountants, and on
the other hand, no one can understand the accountant’s needs like an
accountant.

Subject to slight amendment to include the suggestion of the
last-named correspondent, this committee sees no way of im
proving the proposed method of selecting or the composition of the
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authority for issuing C. P. A. certificates over section I (b) of the
standard C. P. A. law adopted by the Institute in 1916 as follows:
The governor of the state shall appoint, as the state board of account
ancy, pot less than three nor more than five public accountants of
recognized standing, each of whom shall have been actively engaged in
public practice for not Jess than three consecutive years immediately
preceding date of appointment, each of whom shall possess all other
qualifications provided for in section 9 of this act (i. e. qualifications to
become a C. P. A. of the state).

If, however, it is considered feasible to induce legislatures to
recognize state societies of C. P. A.’s, to this extent it is worthy
of consideration whether or not it is desirable to insert in a stand
ard or model law the requirement that state societies shall nomi
nate a number of persons (C. P. A.’s) from whom he shall appoint
the board of accountancy.
III. Restriction of Practice. The large majority of our corre
spondents favored the restriction of the practice of public ac
countancy to C. P. A.’s and other qualified public accountants,
apparently substantially as provided in the McGinnies bill.
The McGinnies bill provided for the issue of C. P. A. certificates
as follows:
Certified Public Accountants. The certificate of certified public ac
countant shall be granted to any citizen of the United States, or any person
who has declared his intention of becoming such citizen, who resides within
the state of New York, or has a place for the regular transaction of busi
ness therein, and who is over twenty-one years of age and of good moral
character, and who shall submit evidence satisfactory to the board of the
possession of academic and professional qualifications for the practice
of public accountancy and who passes the required examination; provided
that the regents may in their discretion, upon recommendation of the
board and without examination, issue the certificate of certified public
accountant (a) to any accountant who for a period of three years or more
preceding January first, nineteen hundred and twenty-five, has been en
gaged in the practice of public accountancy within the state, or to any
accountant who for a period of three years or more preceding January first,
nineteen hundred and twenty-five, has been in responsible charge of
accounting engagements as an employed member of the staff of an ac
countant, or of a firm of accountants engaged in public practice within the
state or to any accountant, who is a graduate of a school of accountancy
approved by the board of regents and subsequent to such graduation has
received a certified public accountant certificate after passing an examina
tion by a duly constituted board of certified public accountant examiners
in another state, in which the examination is equal to that required in this
state, and who has been in reputable practice of accountancy in this state
for a period of not less than one year since receiving his certified public
accountant certificate, and provided that each applicant mentioned in
this subdivision (a) is engaged in the public practice of accountancy at
the time this article goes into effect, provided further such applicant
submits evidence of other qualifications satisfactory to the board, and
provided further that such applicant makes application for the certificate
of certified public accountant on or before the first day of January, nine
teen hundred and twenty-five, and provided further that he has been in
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continuous practice from the date this article becomes effective to the
date of his or her application; and (b) to any accountant who has practised
three years or more as a certified public accountant in another state or
political subdivision of the United States under a license or a certificate of
his qualifications so to practise, issued by the proper authorities of such
state or political subdivision, and whose professional and other qualifica
tions are satisfactory to the board; and the regents shall make all necessary
rules for the examination of persons applying for the certificate of certified
public accountant and for otherwise carrying into effect the provisions of
this section, including a fee of twenty-five dollars, which fee shall accom
pany every application for a certificate. Applicants examined and li
censed in accordance with the provisions of this act but when admitted
to the licensing examination who were citizens of a foreign country and
who had declared intention of becoming citizens of the United States
shall upon passing the examination be issued a certificate of certified public
accountant valid for six years from the date of such declaration of intention
and upon failure of such accountant to furnish evidence of his having
actually become a citizen his certificate shall become invalid and auto
matically become revoked and his registration and license shall be an
nulled.

A few correspondents are entirely opposed to any restriction
of practice by law, but prefer to allow the profession to develop
slowly and to depend upon winning public support by the fitness
and ability of qualified public accountants to give good service
rather than by restriction to those who may qualify under a
particular law.
One correspondent writes:
Public accountants are human, ergo, they are inclined to selfishness in
some degree. It is trite to remark that those who are in will favor doing
anything to help the cause of the insiders. This question is useless and
will assuredly receive a favorable majority from the C. P. A.’s. What
the others think depends on their willingness to become certified or their
holding of some foreign equivalent which might protect.
Answering the question for myself, I believe the restriction is sound in
principle but open to some criticism based on my remarks under question
I, as to the breadth of the definition.

The section (8o-g) quoted from the McGinnies Bill setting forth
who may receive a certificate as a certified public accountant
(C. P. A.) frankly provides for a somewhat liberal initial recogni
tion of public accountants who have apparently all the necessary
qualifications except having passed an examination in the state
of New York. The framers of the proposed law were advised
that this was necessary if they expected the other features of the
bill restricting public practice to C. P. A.’s to become law, and to
avoid probable successful attack on constitutional grounds.
Provided the Institute generally endorses a policy of restrictive
C. P. A. legislation as seems to be favored by a majority of the
accountants with whom this committee has corresponded, we are
of opinion that section 8o-g of the McGinnies bill adequately
describes the qualifications necessary in any person seeking a
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C. P. A. certificate, and provides the necessary safeguards for the
maintenance of professional standards, provided the law is prop
erly and reasonably administered.
The views of correspondents on question III are generally
confused with their answers to the next question, viz:
IV. License. Should public accountants be required to regis
ter and pay an annual license fee?
The majority answer in the affirmative, while a few register
an emphatic “No!”
The McGinnies bill sought to restrict the practice of public
accountancy in the state of New York to C. P. A.’s of that state
only, after giving all qualified accountants a liberal chance to
become such, with certain allowances and qualifications as to
public accountants from other states (see Journal of Account
ancy, page 371, May, 1924, sections 80-i, 81, 82 and 82-a of the
bill). It is interesting and probably instructive to review the
history of attempts to restrict, license and register practitioners
of public accountancy in England, where the profession is ad
mittedly older than with us. At the forty-third annual meeting
of the Institute of Chartered Accountants in England and Wales
on May 7, 1924 T. W. Collin, (London) moved the following
resolution of which he had given notice:
1. That any further delay in obtaining registration for the profession
is calculated to make such legislation as may be eventually secured more
unfavorable to the members of this institute than could be secured now.
2. That the probability of other interested persons pressing for legisla
tion renders action on the part of the institute imperative.
3. That, in view of the foregoing, the council be requested to take im
mediate steps with a view to promoting, or joining in the promotion of, a
bill for introduction in the present session of parliament if possible.

This proposition elicited considerable discussion by the English
chartered accountants, as a result of which the motion was finally
withdrawn on the earnest plea of Sir William Plender that it was
better to leave the matter in the hands of the council of the In
stitute unfettered by instructions from the members. No doubt
American public accountants are more democratic and will want
to be sure of the attitude of the council towards this matter of
restrictive legislation.
In conclusion, this committee notes with interest and satis
faction the efforts which are now being made to formulate a uni
form C. P. A. law by public accountants in the states of Washing
ton, Oregon, California, Idaho and Montana. A model, standard
or uniform law has been drafted, which it is expected will be
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presented to the several legislatures during the coming year. A
study of the preliminary draft of this law shows that it follows
very closely the lines laid down in the McGinnies bill, which New
York accountants worked so hard to have enacted into law during
the past year. The definition of practice is identical with the
McGinnies bill. Positive eventual restriction of practice to
C. P. A.’s is provided for in the proposed bill.
It is to be hoped that New York accountants will not be dis
couraged by Governor Smith’s veto of the McGinnies bill. As
New York state led in C. P. A. legislation in 1896 it is but natural
that other states should watch her progressive consideration and
attempts to improve and fortify the status of the C. P. A. The
five extreme western states evidently appreciate the efforts of
New York as is evidenced by their preparations to procure uni
form C. P. A. legislation next year closely following the lines of the
McGinnies bill, and it is widely stated that efforts will be made at
the next session of the New York legislature to enact a law sub
stantially following the one vetoed by Governor Smith, after
having been passed by the assembly at Albany.
The answers which this committee received from its corre
spondents to its request for opinions on the proposal to seek legis
lation granting public accountants the right of privileged com
munication such as is enjoyed by the legal profession and others
were practically unanimous, and the majority favored the enact
ment of the form proposed as an amendment to the code of civil
procedure in New York, heretofore quoted. Already Maryland,
Louisiana and Alaska have laws giving C. P. A.’s this right.
Indiana is proposing to ask for it and in the preliminary draft
uniform law at present under consideration in Washington,
Oregon, California, Idaho and Montana, Section 19 provides as
follows:
Section 19—Confidential Communications. A certified public account
ant shall not be subject to the examination on confidential communications
between his client and himself, nor forced to divulge any information,
which he shall have acquired as a confidential communication except at the
instance of his client. Any certified public accountant or public account
ant who shall voluntarily disclose or divulge any such information ac
quired as a confidential communication or voluntarily make public any
information derived from books, records or accounts in rendering profes
sional services shall have his certificate or license revoked. The working
papers and memorandums prepared by a certified public accountant in the
rendering of professional services shall be his personal property, and he
shall not be compelled to surrender such working papers or memorandums
to any one. Nothing contained in this section shall be taken or construed
as modifying, changing or affecting the criminal laws of this state or the
bankruptcy laws.
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As one correspondent puts it, the granting of this right to
public accountants is probably of more importance than many of
the other questions discussed. He writes:
You touch upon the question of privileged communications. This is
far more vital, as I see it, than most of the items about which you inquire.
If we could get the privileged status applied to certified public accountants,
and by inference none other, the exclusiveness of the certificate would be
eminently advanced by indirection.

On the other hand a New York correspondent who was thor
oughly in touch with all the discussions leading up to the formula
tion of the McGinnies bill writes:
I find myself wondering whether it is desirable to give so much prom
inence to the matter of privileged communications. So far as New York
is concerned, and I think the same thing is true of other states, the inclusion
of such a clause would delay the legislation, as it would undoubtedly
bring about the opposition of the legal profession; and, even among our
own members, there is considerable variation of opinion with respect to
this matter. We concluded in New York that it would be much wiser to
leave the matter out of the bill and to take it up as a separate matter, in
which instance it would not jeopardize our chances of getting the restrictive
legislation that we wanted.

The files of this committee contain much valuable and inter
esting information which will be made available to the committee
on state legislation when it is appointed for the coming year.
Respectfully submitted,
F. G. Colley,
Chairman.
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EDITORIAL
The announcement from Paris that the
American Accountancy
reparation commission has appointed
Honored
as the American member of the transfer
committee Joseph E. Sterrett, New York, is a matter which
touches deeply the accounting profession in this country and is
of especial importance to The Journal of Accountancy. Mr.
Sterrett from the beginning of the Institute has been the chair
man of the committee on publication of the Institute and in that
capacity has been largely concerned with the editorial policy and
content of the magazine. He has given an infinite amount of
time to the duties of the chairmanship and what success has
attended the development of the magazine has been in very great
part due to his untiring efforts. Now that he is no longer a
member of the committee on publication it is permissible to
make reference to the tremendous debt which the Institute owes
to the one who has had chief control of the publication committee.
Had Mr. Sterrett been able to continue the function of committee
chairman it is probable that the new administration of the
Institute would have requested him to carry on the labors, but
naturally this is out of the question in view of Mr. Sterrett’s
departure to take up his most responsible undertaking in Europe.
Everyone who has been in any way a participant in the editorial
work of The Journal of Accountancy feels a real sense of
regret and loss at the necessary laying down of the committee
chairmanship which is involved in Mr. Sterrett’s departure, and
all of us hope that when he shall have performed the patriotic
service upon which he has embarked it will be convenient for him
to resume his interest and devote his energies once more to the
progress of this magazine.
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The appointment of an accountant as
American representative on the transfer
committee is one of the most signal
honors which have been conferred upon the accounting profession.
It might reasonably have been expected that in a matter of this
kind the choice of the reparation commission would rest upon a
banker, as we believe it has done in the case of other nationals
appointed to the committee. It speaks much for the increasing
recognition accorded to accountancy that a member of the
profession is the one American selected to serve on the transfer
committee, a committee which by the way is really the most
important of all the departments of the reparation organization
provided by the Dawes committee plan. An endless amount of
research will be needed and the application of sound judgment
will be essential if the Dawes plan is to be carried into effect.
The slightest departure from wisdom and judgment may have
deplorable results. The committee is accorded almost plenary
powers. But, however great may be the need for judicial mind
and abounding tact, as well as technical knowledge, the account
ing profession here will have no misgiving as to the results in view
of the record which Mr. Sterrett as a practitioner and as man
of vision has established. We congratulate the transfer com
mittee upon its American member. This is the official expression.
In a more personal way, we shall greatly miss him.
Everyone who cherishes the memory
A Splendid
of
Elijah Watt Sells—and who does not?
Memorial
—will feel a sense of deep appreciation
of a gift of his portrait to the Institute. There is no danger that
any accountant now in practice will forget the gracious personal
ity, the serene mind and the singular ability of Mr. Sells. A
portrait is not necessary to emphasize these things. But there
are other accountants coming into the field. The older account
ants are passing away and it is eminently fitting that there should
be a permanent record in the Institute’s office which will serve
to remind of one who was a great factor in the profession. The
family of Mr. Sells could have done no more acceptable a thing
than the presentation of his portrait.
To public accountants the development
Audit of Brokerage
of general recognition of the value of
Houses
accounting services and their impor
tance to the progress of business seems amazingly slow. Little
by little, however, the light comes, and one who looks back over a
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period of years can discover a score of ways in which the standing
of the public accountant and his work has advanced. It is only
when we are close to the progression that its momentum is almost
unobservable. As an instance of the growth of public apprecia
tion it is interesting to read the articles which are appearing in
the daily press and financial magazines relative to the necessity
of some impartial investigation of stock-exchange houses. Recent
failures on the exchange in New York have emphasized the
absolute necessity for supervision of the operations of brokerage
firms. The average investor places an almost incomprehensible
reliance upon the integrity of the broker with whom he deals.
He deposits his money in the hands of a firm and in many in
stances does not even take the trouble to call for periodical
reports on the status of his account. He buys and sells as the
spirit moves him or as the advice of the broker indicates and so
long as he keeps within the amount of funds to his credit on the
books of the concern the broker has almost unrestricted ad
ministration of his affairs. Fortunately most of the brokerage
houses, at any rate on the larger exchanges of the country, are
entirely honest and there need be no doubt as to the fair and
impartial treatment of the investor’s account; but on the other
hand there are and always will be a few firms or individuals whose
integrity is at least doubtful, and the effect of even one case
of maladministration of a client’s account is felt by every broker
age house throughout the land. This fact added to the wellknown stupidity and blind confidence of many investors and
speculators has been borne in upon the authorities of stock
exchanges, and a general movement is under way to encourage
if not actually to insist upon periodical audits of all the accounts
of every brokerage house having membership on the principal
exchanges. Questionnaires have been sent out with the hope of
eliciting information in regard to brokerage accounts and opera
tions, but if this is not sufficient there must be regulations
demanding complete audits and investigations of stock-exchange
houses. The investor should be put upon notice that any
concern which is unwilling to submit to impartial scrutiny may
be presumed to be of questionable morality.
The necessity for periodical investiga
Stock Exchanges
tion of affairs has become a matter of
Aroused
common knowledge among most of the
trades and industries of the country and there is more and more
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insistence upon what has been called the outside audit, or, in
other words, an audit conducted by persons in no way connected
with the affairs under investigation. Brokerage houses have
been slow to fall in with the procession, and this has been due
not to any unwillingness on the part of reputable concerns, but
rather to indifference or to a disinclination to depart from
established precedent. It seems, however, that the time is come
when this reprehensible state of mind must pass. For years this
magazine and other exponents of accountancy have been urging
such a reform as seems about to take place. Now that the stock
exchanges in the principal cities are ready to admit the need for
explicit information prepared by unprejudiced persons it should
be only a short step to consummation of the desired end.
And this leads to the broader question
The Next
of the compulsory audit of all corpora
Step
tions whose securities are offered to
public investment. It has seemed for a long time that the
possibility of bringing in the principles embodied in such legisla
tion as the English companies act was a matter rather to be
desired than expected. Various obstacles have been cited to
illustrate the difficulties which would be encountered in the
administration of such a law. It has been pointed out that there
is too small a number of reputable practitioners of accountancy to
perform the labors which would immediately follow the enact
ment of a law requiring periodical audit. This, however, is an
objection which is of decreasing force as the profession grows.
The development of corporate activity is extremely rapid, but we
believe that in proportion to its numbers the capacity of the
accounting profession is increasing even more rapidly, and the
time cannot be far distant when there will be enough public
accountants of unquestioned merit to fulfill all the requirements
likely to arise under such a law. It may be a matter of years
before every incorporated company can or should be compelled
to submit to impartial audit, but today it would be quite possible
to find reputable accountants of sufficient numbers to analyze
and report upon the fiscal conditions of all those corporations
whose securities are the subject of trade on the principal stock
exchanges. This would be the entering of the wedge and would
lead little by little to the complete requirement which under the
provisions of the English companies act has done so much to
protect the interests, and the interest, of the British investor.
366

Editorial
If the listing committees of stock ex
changes will insist that no security shall
be admitted to trade unless the affairs
of the issuing company are regularly audited by reputable
accountants there may be some protest and not a little heart
burning, but in the end the rule will be obeyed and the investor
and even the speculator will be safeguarded. There has been a
great deal of adverse criticism in regard to the failure of stock
exchanges properly to verify the validity of securities admitted
to the trading list. The old story of the lamb in Wall street is
known in the most remote comers of the country and has been
seized upon by every demagogue who seeks to advance himself
politically. It is one of the favorite pastimes of politicians of a
certain type to damn Wall street and all those whose business
takes them through its deep canyons. It is quite easy to under
stand the fear amounting almost to horror in the minds of many
Americans when the words “Wall street” are even mentioned.
Wall street stands for all that is evil, all that prevents the
complete realization of that perfect state of which philosophers
have been writing and of which no one has ever caught a glimpse
since the dawn of history. Of course, ninety-nine per cent of the
stories told of Wall street’s obliquity—and we use the words
“Wall street” generically—are pure piffle. They are often
intentional misrepresentations without even the existence of
ignorance to excuse their originators. But the fact remains that
the financial centers of the country have been accused of a lack
of care and forethought for the investor. And the further fact
also remains that in some cases the accusations are well founded.
Let us assume that it is only one per cent which is founded
upon anything more than imagination or mendacity. The one
per cent is nevertheless an evil which should be abolished.

The Wickedness of
Wall Street

It seems highly probable that more
could be done to remove suspicion and
to eradicate existing wrongs by in
sistence upon independent reports in regard to the condition of
corporate affairs than by any other one means or perhaps by any
dozen means. Let it be known throughout the country that
every security offered for sale or quoted on the lists of a stock
exchange is that of a company whose financial affairs have been
scrutinized by independent and competent persons and that a
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full report of condition is demanded at stated intervals; let it be
known that no brokerage house having members on that stock
exchange is allowed to escape the requirement for audit of its
affairs; in a word let it be known that every factor in the trans
actions of the exchange is open to public inspection and that
qualified inspectors have been engaged for the protection of the
public—these things will do much to wipe away the stain which
rests either in reality or imagination on the conduct of financial
dealing. These developments will come, are coming, and it is
sincerely to be hoped that the stock exchanges will not fail to
grasp this psychological moment for supporting and carrying into
effect the public’s demand that there shall be fair play and
complete openness. As we have said, the charges laid to the
account of Wall street are mostly ridiculous or malicious, but the
only way to avoid further imputation of wrong-doing or of
callousness is to insist upon those things which the public itself
now begins to demand.
A further suggestion designed to protect
the interests of the public has been
made by A. S. Fedde, member of the
American Institute of Accountants, and published by the New
York Sun. Mr. Fedde advocates the organization of a corpora
tion to safeguard the general public, particularly that portion of
the public concerned with financial transactions. He describes
the proposed corporation as similar to a mutual fire-insurance
company, the capital to be supplied by brokerage and investment
firms from the capital employed in their own businesses, taking
in return for the amount subscribed the shares of the corporation.
The purpose will be to guarantee its members against loss from
defalcations, robberies and larceny. The corporation is to guar
antee to its members that their customers and other creditors
shall be paid in full in case of insolvency of a member. The
amount of guaranty for each member to carry would be deter
mined by the corporation by reference to the amount necessary
to cover against two classes of losses, those to a member through
its employees or outside agencies and those through insolvency
which would otherwise fall upon creditors and customers. Mem
bers of the corporation would be entitled to advertise themselves
as such. Mr. Fedde says:

Protective Insurance
Suggested

I believe that losses of members requiring to be made good by the
corporation can be kept down through methods of investigation, embrac-
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ing in its features also periodical audits by competent public accountants;
the method of audit being subject to review by an audit committee of the
corporation.
The dues or premiums paid to the corporation would take the place of
premiums now paid to bonding companies, and I believe that considerable
savings would be effected to the members through reduction in premiums
due to the mutual feature as well as resulting from centralized supervision.
Income of the members would be increased through the justified promo
tion of public trust.
The objection would be made by many brokers to paying for losses
resulting from mismanagement or dishonesty arising in another house,
but the answer to that is that all the brokers are now paying for that
through decreased revenue resulting from lack of complete trust on the
part of the public. On the other hand, if well directed supervision is
exercised losses exceeding the capital employed in a concern should be
an extremely rare occurrence.

In the October issue of The Journal of
Accountancy we referred to the fact
that several representatives of foreign
societies of accountants were present at the annual meeting
of the Institute, but the brief reference then possible is insufficient.
It is a matter of abiding gratification to the accountants of this
country when they are able to entertain leading members of the
profession from other lands, and it is only on rare occasions that
this can be done. The example set at the time of the congress
of accountants in 1904 has been followed at intervals by invita
tions to Canadian and English societies to send representatives,
but unfortunately these invitations could not always be accepted.
Therefore the response which was received this year was more
than ordinarily pleasing. The Institute of Chartered Account
ants of England and Wales, the Incorporated Society of Ac
countants and Auditors, the Society of Accountants in Edinburgh
and the Dominion Association of Chartered Accountants were
directly represented. The visitors entered into the discussions,
showed an intense interest in the work of the Institute and estab
lished friendly relationships with the other accountants who were
present. It is to be hoped that from time to time the friendliness
existing between the American Institute and foreign societies
will be stimulated by the sending of representatives from one
organization to another. The work of the accounting profession
is so inclined to become international that there must be complete
comity between the great national organizations.
The Institute has been much concerned
Appointment of
of late with the prospect that the ap
Receivers
pointment of receivers and trustees in
bankruptcy will soon be taken out of the political arena and
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placed upon a business basis. There have been many references
in this magazine and in other publications to the fact that the
accountant is above all persons the best equipped to administer
insolvent estates. His knowledge of affairs and his practical
experience fit him most admirably to take control and to protect
as far as they may be protected the interests of creditors. The
truth of these things is beginning to be generally known. It is
unnecessary perhaps for the Institute to express itself officially
on the subject, nevertheless it is as well that the feeling of the
organization should be placed in concrete form and this was done
at the meeting in St. Louis when the following resolution was
adopted by unanimous vote:
Resolved, That the Institute express its concern with the expensive and
unsatisfactory conditions that often obtain with respect to the administra
tion of insolvent and other estates by reason of the appointment of re
ceivers and trustees who are without adequate experience in business and
financial matters, and that the committee on public affairs give public
expression to the Institute’s belief that wherever practicable such appoint
ments should be restricted to men experienced in finance, accounting and
related matters.

When the American Institute of Ac
countants Foundation offered a number
of prizes last year for the best theses on
the subject of the amount of surplus available for payment of
dividends, with particular reference to companies having capital
stock of no par value, it was believed that this would lead to
increasing interest in a most important subject and would encour
age general consideration of it. Our readers will remember that
the two successful theses were published in this magazine and
they may recall that the thought was expressed that further ex
position of the subject would follow. Now as a further step
toward the comprehensive study of the question of surplus avail
able for dividends the Institute has appointed a special committee
which will doubtless accomplish beneficent results and bring
nearer the time when there will be something like a clear definition
of what is earned surplus for dividend purposes. The resolution,
which was offered by Arthur Andersen, Illinois, reads as follows:
Surplus Available
for Dividends

Resolved, That the president be authorized to appoint a committee
consisting of three members of the American Institute of Accountants, to
be known as the committee on uniform legislation to define earned surplus
available for the payment of dividends, or, for purposes of convenience,
the committee on definition of earned surplus; that this committee be
authorized to take such steps as are necessary to secure the appointment
of similar committees by the Chamber of Commerce of the United States,
the American Bar Association and the American Bankers’ Association,
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these committees to form a group for the purpose of drawing up such
legislation as is necessary for the several states to pass to adopt a uniform
interpretation of earned surplus from which dividends can be paid and to
prosecute the enactment of this uniform legislation by the states of the
United States; the committee to be appointed to have full power to take
such action as may be necessary to accomplish the desired end, subject
to the approval of the council; the committee to render reports to be pre
sented to the annual meetings of the Institute.

In this issue of The Journal of Ac
we publish the first of a
series of brief articles dealing with the
principal schools of accountancy of collegiate standing in the
United States. There is so much inquiry in regard to the aims,
purposes, advantages and results achieved by accounting schools
that it seemed to The Journal of Accountancy appropriate
to call upon the deans of the more important schools to tell their
own stories in their own way. Accordingly we have written
urging that the dean of each of the schools addressed prepare
for publication in the Journal a short statement of the purposes
and accomplishments of his school. The intention is not to seek
figures as to the success or failure of the graduates of any school
as compared with those of any other school and we do not desire
to throw the pages of the Journal open to a competition in
eulogium, but there is an opportunity for useful service in a brief
discussion of the several schools and we are glad to have received
the promise of cooperation from so many accounting instructors.
From month to month as opportunity occurs we hope to con
tinue the series which begins in this issue.

Schools of Commerce
and Accounts

countancy

As these notes are written the news
papers are filled with comment upon
what they describe as the phenomenal
success attending the offering of the German loan on the American
market. An amount of $110,000,000, in round figures, has been
many times over-subscribed. Subscriptions have come from far
and near. Many persons who could not be considered by any
stretch of the imagination as pro-German have entered their orders
and are expressing regret that they cannot be allotted the full
amount of their subscriptions. On the first day when the bonds
were subject to trade on the stock exchange they advanced two
points beyond their offering price. The newspapers speaking
editorially have been almost unanimous in their expression of
belief that the success of the German loan is due in large part to a
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broader internationalism. They are saying that the people of this
country are anxious that Germany should be rehabilitated and
should be able to resume its place in the commerce of the world.
This is doubtless true in regard to some of the more important
subscribers to the loan, but there is, it seems to us, an undue
stress upon the political aspect of the transaction. With a rising
bond market such as has existed for the past few months it has
become increasingly difficult to obtain high yield on good security.
Americans during the war and since that time have become more
eager than ever for high returns. The German loan comes along
and offers between seven and eight per cent, with a reasonable
prospect that the obligation will be fulfilled, and the public which
has been compelled to reduce its ideas of interest from seven to
six and then to five per cent rushes back to the high basis and
clamors for this new foreign issue. It would be a pleasant thing
to believe that it is in the field of international affairs that the
American public desires to express itself, but as a matter of plain,
blunt truth it seems probable that seven and one-half per cent has
far more to do with the success of the German issue than the more
important question of German recuperation.
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SUMMARY OF RECENT RULINGS

Priority of payment of federal taxes to payment of taxpayer’s general credi
tors not given by statute but exists under common law. (Court decision—
Liberty Mutual Insurance Co. vs. Johnson Shipyards Corporation.)
The issue, sale or transfer of certificates or shares of beneficial interest in an
operating or business trust is subject to tax. (T. D. 3620.)
Federal estate tax is not to be apportioned against the widow’s dower, or the
amount of the tax deducted from the gross estate, but under the laws of Ar
kansas the widow takes dower out of the gross estate without deduction for any
part of the federal estate tax, where there is other property sufficient to pay
the tax. (Court case: Thompson vs. Union and Mercantile Trust Co.)
The 25% reduction of 1923 taxes is computed on the total tax, line 31 of
1040 and not on the balance of tax, line 34. (I. T. 2057.)
No claim for abatement of any assessment made on or after June 2,1924, may
be accepted, unless assessment was made on account of jeopardy as provided
in sec. 274 (d) of act of 1924; the 1921 act governs with respect to filing claims
for abatement, if assessment made prior to June 2, 1924. (I. T. 2059.)
Discount on bonds issued by a corporation should be amortized over life of
bonds. (Mim. 3227.)
Appreciation of value of property does not necessarily accrue ratably over a
period of years and straight-line theory of appreciation held not to be ground
for suit for taxes by government. (Court case: U. S. vs. Boston and Montana
Cons. Copper and Silver Mining Co.)
Credit for foreign taxes should not be recomputed on the basis of the 25%
reduction in total taxes, though the 25% reduction of 1923 taxes is computed
on total tax as shown on line 31 of 1040. (I. T. 2062.)
Loss sustained on sale of real property on the instalment basis is deductible
only in the year of the sale. (I. T. 2063.)
Taxes assessed prior to enactment of revenue act of 1924 are to be computed,
collected and paid as if the revenue act of 1924 has not been enacted; those
assessed after said enactment are to be computed, either as deficiency, or as
interest, penalty or other addition to the tax, as if the 1924 act had not been
enacted, but they are to be collected and paid in the same manner and subject
to the same provisions and limitations as in the case of income taxes imposed
by the revenue act of 1924. (Mim. 3229.)
Excessive salary, where character and value of services rendered indicate it to
be excessive, held to be profits diverted or distributed in guise of salary and
therefore not deductible in full as an ordinary and necessary expense (court
decision in New York state tax case of People ex rd. H. Jaeckel & Sons, Inc.
vs. Gilchrist et al., state tax commission).
A payment received from a corporation of which the taxpayer was an em
ployee was held not to be a gift, but no information was forthcoming as to the
category under which it should be listed in gross income. This was the first
decision by the board of tax appeals in the case of John H. Parrett. The tax
payer’s case was denied for lack of evidence.
The profits of an investment company which are retained solely for the pur
pose of making other investments are presumed to be held for purpose of pre
venting imposition of surtax and will be subject to the additional tax of 50%
provided by the 1924 law. If earnings are distributed as dividends, they may
be returned to the company for investment without subjecting the corporation
to this tax. In case of all other corporations, such as manufacturing, trading
and other commercial corporations the tax does not apply unless gains or
profits are permitted to accumulate beyond the reasonable needs of the business.
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TREASURY RULINGS

(T. D. 3612—July 1, 1924)
Income tax—Gross income—Corporations
Articles 294 and 541, regulations 45 (1920 edition), amended
Washington, D. C.
Articles 294 and 541 of regulations 45 (1920 edition) are hereby amended to
read as follows, and all prior regulations inconsistent therewith are revoked:
Art. 294. Premiums on business insurance.—Premiums paid by a taxpayer
on an insurance policy on the life of an officer, employee or other individual
financially interested in the taxpayer’s business, for the purpose of protecting
the taxpayer from loss in the event of the death of the officer or employee insured
are not deductible from the taxpayer's gross income. If, however, the taxpayer
is in no sense a beneficiary under such a policy, except as he may derive benefit
from the increased efficiency of the officer or employee, premiums so paid are
allowable deductions. See articles 33 and 105-108. In either case the pro
ceeds of such policies paid upon the death of the insured may be excluded from
gross income whether the beneficiary is an individual or a corporation. See
section 213 (b) (1) and articles 72 and $41.
Art. 541. Gross income.—The gross income of a corporation for the purpose
of the tax in general includes and excludes the same things as the gross income of
an individual. It embraces not only the operating revenues but also gains,
profits and income from all other sources, such as rentals, royalties, interest,
dividends from stock in other corporations and profits from the sale of capital
assets. The proceeds of life insurance policies paid upon the death of the in
sured to a corporate beneficiary are not to be included in its gross income. See
sections 213 and 215 of the statute and articles 31-88 and 294. But in the case
of life and mutual marine insurance companies and of foreign corporations
there are special provisions. See articles 548-550.
(T. D. 3614—July 7,1924)
Estate tax—Revenue act of 1918—Decision of court
1. Gross Estate—Transfer.
The value of transfers which operate in præsenti to create vested interests,
although such transfers are lawful and not intended to evade the tax laws, is
properly included in the decedent’s gross estate under the provisions of section
402 (c), revenue act of 1918, where such transfers were made in contemplation
of death or were intended to take effect in possession or enjoyment at or after
death.
2. Same—Transfers to Take Effect at Death.
The intention to postpone possession or enjoyment may be disclosed by dec
larations of the donor, although such intention is not disclosed by the instru
ment of transfer.
3. Same—Trusts Intended to Take Effect at Death.
Where a donor, having a life expectancy of not more than 20 years, creates a
trust to accumulate the income of property for 30 years and to distribute the
corpus and accumulations at the end of that period to his children, declared at
the time the trust was created that, although he expected to be able to look
after those children and their interests for 15 or 20 years, he was looking beyond
that time and had in mind that they would come into possession after his death,
the trust is one intended to take effect in possession or enjoyment at or after
death within the meaning of section 402 (c), revenue act of 1918.

United States District Court, District of Nebraska, Omaha Division
Elizabeth F. Shukert and Isabel C. Shukert, executrices of the estate of Gustave E.
Shukert, plaintiffs, vs. Arthur B. Allen, collector of internal revenue, district of
Nebraska, defendant
(May 20, 1924)
The Court: There is motion now by plaintiff to instruct the jury to return
a verdict for the plaintiff, and there is, on the part of the government, a request
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to instruct the jury to return a verdict for the defendant on the ground that the
government claims the undisputed evidence shows a trust created by Gustave
E. Shukert in his lifetime which was intended to take effect in possession and
enjoyment after his death, and those are the two motions or requests to which
I will direct my attention.
The primary purpose undoubtedly of the federal inheritance tax law is to tax
inheritance, and lay a tax on the moneys that go from a decedent to his bene
ficiaries by will or descent. But that is not the whole purpose of the law. Such
laws as preceded the federal act in many of the states, and the experience under
them, had early demonstrated that where taxes, especially heavy taxes, were
to be laid upon inheritances, that many things were done to bring about the
devolution of property from an ancestor to children or kindred that did not
come squarely within the law of inheritance. That had been made very ap
parent, and those interested in such matters were very familiar with at least
several ways in which property was carried over from ancestor to children and
kindred by other means than the operation of the law of inheritance, so that
when the federal act came to be enacted it included at least some methods of
what I may call devolution or transfer of property that were not strictly within
the operation of the laws of inheritance. The first and most conspicuous matter
that was covered in the law was to provide a tax on gifts and transfers and deeds
and trusts that are made by a property owner in contemplation of death. Now,
such gifts, transfers, deeds and trusts, independent of that statute, did operate
to create vested interests in præsenti immediately upon the execution. They
were lawful, they were proper, they were well recognized, nothing wrong about
them; all of them, or mostly all of them, resulting from the natural affection of
families, and all upheld by the law, all eminently proper but so nearly related to
the operation of the law of inheritance that it was apparent that large sums
would be exempted from the statutes unless those means of transferring prop
erty were also mentioned and covered by the tax. So that was settled, that
gifts, even through in præsenti, though creating rights in præsenti, were subject
to tax if made in contemplation of death.
Now, the other provision is that property of the decedent shall be subject to
the tax if it appears that the decedent has at any time, whether before or after
February 24,1919, created a trust intended to take effect in possession or enjoy
ment after his death.
Now, in this case it stands undisputed that Mr. Shukert did out of, as appears
by the undisputed evidence, an unusual and extraordinary regard for the inter
ests of those who had a claim upon his bounty and care, his children, make this
trust in question and did create it, turn it over to the United States Trust Co.;
that the terms of the trust were such that Shukert himself entirely parted with
the title to his own property, and split the ownership of the property up into two
parts, creating both a legal and equitable property therein, and that the nature
of the trust was such that it operated in præsenti to confer both the legal and
equitable title upon the parties designated—no question about that. But the
time fixed, and that he had in mind for the beneficiaries of the trust to come into
possession or enjoyment thereof, was a period 30 years beyond the time when
he created the trust. It stands undisputed here that in the conversations he
had with those who were helping him create this trust at his direction, he
declared his purpose in a general way, sufficiently disclosed, or very clearly
disclosed and corroborated anyway by the terms of the trust itself, that in the
future, although he expected to be able to look after those children and their
interests 15 or 20 years, that he was looking beyond that time; that he had in
mind the possibility of their losing even the large fortune that he had and would
probably give them but that even so when they were approaching old age—the
daughter mentioned the words “old age”—that then in spite of what might
happen prior to that, that at that time they would come into possession of it
after his death.
Now, in the absence of an express provision of the statute, a tax on inherit
ances certainly would not Teach that conveyance, but it appears to me that the
statute has reached out after that identical trust and has used language that
describes it exactly. It declares taxable the property where he has created a
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trust intended to take effect in possession or enjoyment—and that means and
must mean, when you read the context and have in mind what the act is about,
that possession and enjoyment refers to the possession and enjoyment by the
beneficiaries. Now, this trust was one in which the possession and enjoyment
of it was to come to these beneficiaries long in the future, and, according to the
undisputed evidence here, and the clear evidence, beyond any time that he
expected to live himself. There is offered in evidence a table of expectancy
that would show his average expectancy, if he was a well man at the time, to
be some 15 or 16 years, 17 at the outside. He said himself to Mr. Cutler that
he might expect to live 15 or 20 years, according to the testimony of the plain
tiff, but the time when these beneficiaries were to come into the enjoyment and
possession of this particular trust was beyond that time, and beyond the time
of his death. Now, I understand clearly, I think, the argument that is made
here that this trust should be treated and considered as a gift in præsenti,
the deferred feature of it merely concerning the equitable title, but that the legal
title passes in præsenti. It is conceded that Shukert had a right to make an
absolute gift at that time of his property and it would not have been taxable
under the statute, but that is not what he did, and this statute was intended
clearly, as it seems to me, to reach out beyond the ordinary operation of the
law of inheritance and reach these transactions, proper transactions, lawful
transactions, no question of that kind involved that there is anything wrong
about it, and no trick about it, and no device or any intention to defeat any
tax manifested here, but that the express language of the statute reaches out
beyond the ordinary operation of the law of inheritance and reaches and extends
to these trusts which, at the time a man makes them, he has in mind and
intent, shall come in and take effect in possession and enjoyment after the time
when he expects to live. Now, that is the extent to which the statute, by its
clear and absolute terms goes, and, although it is the law that in the interpreta
tion of these tax statutes the law must be interpreted strictly so as not to enlarge
the claims of the government, the intendments favorable to the citizen rather
than to the government in cases of doubt or ambiguity or uncertainty—that
is the law. It is not the purpose of the court in interpreting these statutes to
stretch a point so as to make taxes payable except where they come within the
clear and specific letter and spirit of the law. It seems to me that that is where
this trust comes. It is a trust created by Mr. Shukert which he intended to
take effect in possession and enjoyment long after he should have passed away;
after it might be that the large fortune which he had accumulated had been
lost through misfortune or extravagance or waste, or things that might happen
after that. His care went clear to the time when 30 years should have gone by.
His care for his children reached clear to that point and he intended that at
that time it should take effect. I don’t think the defeasance clause of the trust
agreement militates favorably to the plaintiff. It is made lawful by the pro
vision that if these beneficiaries should die or calamity should happen to them,
that then other things should be done. But the intent and whole purpose in
making up the trust was in the hope that they would live and at that time,
after his death, they would come into the possession and enjoyment of the
property.
Now, that being my view of it, I will overrule the motion of plaintiff and I
will sustain the request of the government to instruct the jury that the trust
in question was a trust created by Gustave E. Shukert in his lifetime and was
intended to take effect in possession and enjoyment at or after his death, and
that, therefore, the verdict should be for the defendant.
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(Section 200.—Definitions)

Article 1523: Personal-service corporation.
REVENUE ACT OF 1921.

A majority of the stock of the M Company, a school, is owned by its
president. The remaining stock is owned by some of its teachers, the
other teachers owning no stock. The teachers are paid on the basis of a
percentage of profits, except the president, who receives a salary.
Held, that the M Company is not entitled to classification as a personal
service corporation.
The majority of the capital stock of the M School was owned during the
taxable year by its president, A. Substantially all of the remainder of the stock
was owned by about 18 per cent of the other teachers, all devoting substantially
their entire time to the work of giving instruction in connection with the school.
In addition to these teachers owning stock, other teachers, who owned no stock,
devoted substantially all of their time to the giving of instruction in taxpayer’s
school, and various other individuals, not stockholders, devoted a portion of
their time to such instruction. It is alleged that the stock-holding instructors
were the most skillful and important members of the teaching force and exer
cised, particularly A, general supervision over all of the instruction.
A, the president, received a substantial salary, and some salaries were paid
to other officers of the school. In general, however, the teachers, both those
owning stock and those not owning stock, were compensated by way of a per
centage of the fees paid for the instruction given. Thus for every dollar paid
by a pupil for instruction given by a particular teacher, that teacher received
two-thirds and the company received the remaining one-third.
Approximately x dollars was invested by the company in supplies, furniture
and fixtures.
In making its claim for personal service classification, the taxpayer empha
sized the great value and importance of the supervisory activities of the presi
dent and other stock-owning members of the school faculty. In addition, the
taxpayer lays great stress upon the method of compensating the teachers and
contends that under this method the taxpayer should not be considered as the
employer of the teachers in any ordinary sense, but on the contrary should be
considered as being employed by the teachers, on a commission basis, to obtain
work for them. In support of this theory, taxpayer has submitted a large
number of affidavits signed by the several teachers, all affidavits being in the
same form and reading as follows:
I hereby certify that the M Company School and its officers are work
ing for me in the securing of students and the supervision of my instruc
tion, and that I am not employed by the school but in fact the school is
working for me.

A reading of the entire record makes it sufficiently clear that the M Com
pany, an institution having a wide reputation and goodwill of its own, over
shadowing the individual reputation of the majority of its teachers, is for every
practical purpose employing teachers to give instruction in its name. It is
immaterial, for purposes of the present issue, that these teachers are paid on
the basis of a percentage of receipts rather than upon a straight salary basis,
and it is further immaterial that they are paid on the basis of a percentage of
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receipts from the instruction given by them rather than on the basis of a per
centage of total receipts. To a very substantial degree the corporation is ex
ploiting or trading in the professional services of its teachers, the great majority
of whom own no stock whatever, and for that reason is not entitled to personal
service classification. The fact that substantially all the income is derived
from personal service, as distinguished from the employment of capital, is
immaterial where so large a proportion of the personal service involved is
rendered by individuals who are not stockholders or owners.
The income referred to in section 200 of the statute, and which is required as a
prerequisite to personal service classification to be ascribable primarily to the
principal owners or stockholders, is the gross income, which in the present case
includes the entire amount paid by the students, all of which is paid to the
school and can be collected legally only by the school. It cannot fairly be
said that this income can be ascribed primarily to the principal owners or stock
holders. However, even if consideration be given merely to the net amount
retained by the school, 33⅓ per cent, the contention of taxpayer that this onethird should be segregated from the total and ascribed wholly to the personal
services of the stock-holding teachers is without merit. The entire fee paid
by any particular pupil is earned by the teacher giving the direct instruction,
by the teachers or officers exercising supervision, and by the officers conducting
the business and publicity part of the taxpayer’s activities, and it is impossible
to apportion various percentages of such fee among the several factors produc
ing it.
Although no further issue is suggested by the transmittal letter, taxpayer’s
representatives suggested at the hearing that if personal service classification
were denied, taxpayer’s income should be taxed under the provisions of section
303 of the revenue act of 1921. There is no basis for the application of the
section referred to in the taxpayer’s case. Taxpayer's income is not derived
from two sources, one of which involves the use of capital and the other of which
involves merely personal service by the stockholders. All of its income is
derived from the same source, which source is the compensation received from
----- instruction through a combination of the direct services of a very large
number of nonstock-holding teachers, the indirect supervisory services of the
stock-holding teachers, and the business initiative and activities of the tax
payer’s officers.
Pursuant to the foregoing, it is held that the protests be denied and the action
of the income-tax unit be sustained.
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Appraisals
In the June, 1924, issue of The Journal of Accountancy, the editor of this
department invited contributions discussing questions relative to the account
ing for appraisals. Two of the articles received are printed below.
It will be noted that the two authors are not in agreement as to the legal right
to declare stock dividends from surplus arising from appraisals, and it is thought
that further and more exhaustive discussion of this question may be of value.
Another question to which these contributions do not seem to give adequate
consideration is that of depreciation. Mr. Bairstow quotes a recommendation
of the fabricated production department of the chamber of commerce of the
United States in which it is strongly urged that depreciation should be based on
actual cost. But what about the manufacturer whose plant was constructed
in a low-price-level period and whose costs, based on depreciation of a rela
tively inexpensive plant, enable him to undersell the manufacturer whose plant
was constructed during a high-price-level period? Is this manufacturer giving
depreciation a consideration which is adequate to his own necessities? And if
the fact that his lower costs force competitors to sell below cost or at an un
reasonably low profit, is the public receiving a temporary benefit for which it
will ultimately have to pay when business faces the problem of capital-asset
replacements for which inadequate reservations have been made from earnings?
This department is open for further contributions discussing these and related
questions.

ADJUSTING THE BOOKS TO THE APPRAISAL
By C. W. Bairstow, Dayton, Ohio
An appraisal made in these days of high prices invariably shows the total
value of plant and equipment to be considerably in excess of the book value,
assuming of course that cost prices were used in building the ledger accounts
and that some of the assets were acquired before the world war. The temp
tation to place this increase in value on the books naturally presents itself
strongly to the owner or executive who is anxious to show a substantial net
worth on the balance-sheet of his business.
For a long time it was a fundamental principle of accounting that an asset
account should never be increased by the amount of appreciation, this being
considered an “anticipation of profits.” The auditor who would have found
an entry setting up the increase in value of a company’s land would have lost
no time in reversing the entry. We now find some of the leading authors of
accountancy, admitting the propriety of entering appreciation of assets on
the books, but only under certain conditions.
In Robert H. Montgomery’s Auditing, Theory and Practice, he says: “ Capital
assets should be carried at cost values, and until some change occurs which
justifies a revaluation.”
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Charles B. Couchman, in his valuable new book, The Balance-Sheet, on page
116,says:

Certain properties, such as those containing coal, metal, oil or gas,
acquire a greatly increased value because of development. It has been
conceded that the owners of such properties have the right to display
appreciated values on their balance-sheets, provided the proprietorship
accounts are not diverted from their true function. A special item repre
senting the estimated probable production of minerals may be introduced
among the asset accounts. The offsetting credit to this asset would
appear as “unrealized appreciation,” “surplus from revaluation,” or
under some similar title.
In the last few years, it has been necessary for many concerns to refinance
in order to obtain working capital. Some of these businesses suffered losses
for two or three successive years and their balance-sheets showed a very small
surplus or even a deficit. By setting up revised asset values, based on the
reproductive values shown by an appraisal of their plant, surplus has been
increased or the deficit has disappeared. If this unrealized appreciation is
credited to the surplus account, a poor balance-sheet can be made to take on
a healthy appearance in a very short time. However, such facts should never
be covered in the balance-sheet. The unrealized appreciation should be cred
ited to an account, the name of which would plainly divulge its nature, such as
the name “revaluation surplus.” There could be no real objection to showing
the amount of revaluation surplus among the net-worth accounts, with a deficit
subtracted therefrom, and the net revaluation surplus carried into the column
with the capital stock and other net-worth accounts.
Summing up, we might say that one advantage of setting up appraisal values
is that a surplus can be created or increased causing the balance-sheet to reflect
a satisfactory appearance. This has often been done where a concern has
been refinancing, selling additional stock or bonds or seeking credit extension.
Another advantage in placing appraisals on the books is in the capitalizing
of freight, set-up labor and material, development costs and betterments,
which are so often overlooked by the bookkeeper and are as much a part of the
plant investment as the invoice or first cost of the individual items.
In the case of a merger, it is often found advisable to have appraisals
made and set up on the books of each of the merging companies, as in this
manner the concern which purchased most of its equipment at low prices is on
an equal footing with the ones whose equipment was acquired during the period
of inflated prices. Complete audits should be made at the same time. Each
of the companies is thus assured of an impartial inventory of its plant and
inaccuracies of bookkeeping in any of the plants would be eliminated.
A decided disadvantage is that actual costs of equipment, which are recorded
facts, would be displaced by estimates which may be good or may be bad and
would have to be revised from time to time to care for fluctuations in cost
prices, freight rates, set-up labor, etc. This disadvantage seems to outweigh
any general advantages that may be claimed. The ever-changing value of
the American dollar is the source of these variations and until some economic
method of controlling this value is found, we had best stick to the dollar as
the accountant’s measuring stick; for to record all variations in money-value
on the books would be to invite serious difficulties, when there are still so many
mooted questions of accountancy, which might be decided.
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If the equipment accounts, as they stand on the ledger, are lacking in freight
and cartage on machines, installation costs, betterments, etc., it is very pos
sible and also advisable to correct them to agree with facts, but they need not
be adjusted to reproductive values to do it. A cost inventory can be made
by any good appraisal company, and if, after careful checking, it is decided
that the cost inventory is accurate as to items and prices, the equipment ac
counts can and should be changed to agree with this inventory.
It should be remembered when placing an appraisal on the books that the
asset-account values should be increased to equal the “cost to reproduce new’’
as shown by the appraisal, and the reserves for depreciation should be
increased or decreased to show total accrued depreciation on these repro
ductive values as shown in the appraisal, the net result being that the revised
asset values, less the revised depreciation reserves, will equal the amount shown
as total sound value in the appraisal.
Granting that under certain conditions it may be permissible or even advis
able to set up an appraisal on the books, the accounting procedure is some
what complicated and can best be explained in a concrete example. Assume
a corporation with the following balance-sheet on January I, 1923:
Assets
Cash.................................
Plant and equipment....

Total.........................

$5,000
50,000

Liabilities
Reserve for depreciation.
Capital stock...................
Earned surplus................

$5,000
25,000
25,000

$55,000

Total........................

$55,000

An appraisal of the sound values of this plant was made as of January 1,
1923, and the books were adjusted. The appraisal showed the following totals:

Cost to reproduce new..............................................
Accrued depreciation.................................................

$85,000
10,000

Sound value................................................................

$75,000

The following journal entry was made:

Dr.

Appreciation of plant and equipment............
Cr. Revaluation surplus........................

$35,000

Dr.

Revaluation surplus.........................................
Cr. Reserve for depr. on increase........

5,000

$35,000
5,000

To place values shown by appraisal of this
date on the books of the company.
The depreciated or residual value of the plant and equipment as shown by
the books before making this entry was the difference between the asset value
of $50,000 and the reserve for depreciation of $5,000, or a net amount of $45,000.
Therefore the sound value ($75,000) shown by the appraisal is $30,000 in excess
of the book value, and this excess will be carried in the new account called
“appreciation of plant and equipment’’ ($35,000), offset by the “reserve for
depreciation on increase” ($5,000), and the “revaluation surplus” ($30,000).
On December 31,1923, it was found that the gross profits for the year, before
making any allowance for depreciation, were $15,000. A depreciation rate
of 5% has been used on cost values in the past, but the appraisal shows an
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average estimated life of 14 years, with two years’ depreciation accrued.
allowance for 1923 is therefore computed as follows:

The

5% on original book cost of plant and equipment ($50,000)....
7 1/7% on appreciation of plant and equipment ($35,000)..............

$2,500
2,500

Total depreciation......................

$5,000

The entries for this depreciation would be as follows:

Profit and loss (depr. on plant and equipment).... $2,500
Cr. Reserve for depreciation........................
$2,500
Dr. Profit and loss (depr. on increased value)............
2,500
Cr. Reserve for depreciation on increase...
2,500
To enter depreciation for year 1923.
(If it is not desired to compute depreciation on reproductive values
in the cost accounting plan, the depreciation on the increased values might
be carried in the miscellaneous-deductions group of accounts on the profitand-loss statement, instead of in the factory ledger.)
Dr.

We have now reduced our profit of $15,000 by $5,000, leaving $10,000 as
the net profit for the year. However, by taking depreciation on the amount
of increased valuation, we have realized, through this depreciation, a portion
of the revaluation surplus which was placed on the books. Therefore, we
should make an entry as follows:

Revaluation surplus.................................................
$2,500
Cr. Earned surplus........................................
$2,500
To transfer from revaluation surplus to earned surplus the portion of
appreciation which has been realized through the depreciation charge
for the year 1923.
Dr.

After posting these entries, the balance-sheet on December 31, 1923, would
appear as follows:
BALANCE--SHEET

Assets
Cash..................................

$5,000

Inventory........................

15,000

Plant and equipment....
Appreciation of plant and
equipment....................

50,000

Total..........................

35,000

Liabilities
Reserve depreciation....
(on cost values)
Reserve depreciation....
(on increase)
Capital stock..................
Revaluation surplus........
Earned surplus
25,000
Profit for year.. 10,000
Realized
Appreciation..
2,500

$105,000

Total........................

$7,500

7,500
25,000
27,500

37,500
$105,000

By taking 7 1/7 per cent. depreciation on the increased valuation of $35,000,
in twelve more years the reserve for depreciation on the increased valuation
will have grown from $5,000 to $30,000 (which was the amount of excess
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sound value), and by making the entry for $2,500 realized appreciation each
year, the revaluation surplus will have disappeared.
The net profit in this case is $2,500 less than if the appraisal had not been
used, but this amount is offset by the transfer from revaluation to earned
surplus, so that the amount available for dividends is not affected.
The revaluation surplus should not be used for cash dividends. This appre
ciation is not an earned or realized profit and should not be distributed to stock
holders. For this reason alone, it should be plainly ear-marked and not cred
ited to the surplus account which has been created through operating profits.
A good reason for not paying cash dividends out of plant appreciation can be
seen when it is realized that the real estate used by a manufacturing plant
might increase in value considerably, but, if it is not sold, a few years might
see the value return to its former level. If this temporary appreciation were
paid out in dividends, how could it be recovered? This revaluation surplus
may properly be used for stock dividends. Stock dividends are really not a
distribution of the net or excess amount of assets over liabilities, and, although
a stockholder may think he is getting something with such a dividend, as a
matter of fact he is dividing the total value of his holdings into more aliquot
parts.
The subject of depreciation is becoming more prominent each year,
and rightly so. The depreciation which enters into our computation of
profits is often the largest individual item of expense on the profit-andloss statement. Practically every charge against profits is based on an
actual disbursement of cash and is therefore definite in amount; but de
preciation is an estimate, and, although it is as real as if measured by an ex
penditure of a certain amount of money, it is impossible to make this measure
ment as definite as others. The best that can be done is to make the estimate
as close as possible.
This charge cannot be determined fairly when a flat rate is used to cover
items varying greatly in estimated life. Every concern which computes de
preciation should have a detailed equipment record and calculate its annual
depreciation charge on the individual items. Whether this computation
should be on the original cost or the appraisal value is a question which has
arguments for and against. The most quoted argument against the use of
appraisal values for computing depreciation is probably the recommendation
made by the fabricated production department of the chamber of commerce
of the United States:

The replacement theory substitutes for something certain and definite,
the actual cost, a cost of reproduction which is highly speculative and con
jectural and requiring frequent revision. It, moreover, seeks to establish
for one expense a basis of computation fundamentally different from that
used for the other expenses of doing business. Insurance is charged on a
basis of actual premiums paid, not on the basis of probable premiums
three years hence; rent on the amount actually paid, not on the problemat
ical rate of the next lease; salaries, light, heat, power, supplies are all
charged at actual, not upon a future contingent, cost. . . . As the
product goes through your factory it should be burdened with expired, not
anticipated, costs.
In the September, 1923, issue of The Journal of Accountancy, Albert
G. Moss, in an article entitled Treatment of Appreciation of Fixed Assets, goes
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into the subject of appreciation and depreciation of assets in a manner that is
very instructive and extremely interesting.
As in the consideration of all other special or extraordinary accounting pro
cedures, the question of changing the books to agree with the appraisal is one
that should be decided only after careful consideration of all the accounts
affected and the special conditions which are always peculiar to each business
organization.

APPRAISED VALUES: THEIR TREATMENT FROM AN
ACCOUNTING VIEWPOINT
By J. H. Worman, Memphis, Tennessee
The first question for consideration, when taking up the matter of the advis
ability of writing appraised values on the books of a concern is whether these
appraised values have been determined on a basis of actual investment or cost
of reproduction, modified by accrued depreciation as evidenced by age, ex
pected life, condition and utility of the particular property.
Assuming this basis to have been actual investment, in the case of new prop
erty, for the purpose of testing the investment itself and of allocating costs
and values to the proper accounts it is sound business practice. A foundation
is also laid for carrying forward the plant accounts, and misunderstandings
are eliminated in regard to what classes of property are charged to each ac
count, and the original cost, together with the deductions and changes, which
should be made in each. Another of the advantages accruing is the establish
ment of a sound basis for proper allocation of costs, since without specific de
tails it is next to impossible to determine depreciation or other fixed charges
affecting the respective manufacturing operations and types of product man
ufactured.
In cases of haphazard methods of bookkeeping, wherein the policy of “ex
pensing” capital items in profitable years and capitalizing them in lean years
has been followed, until sight has been lost of actual investment, an appraisal
on the basis of actual investment, together with the writing of these values on
the books, is good business policy.
Where appraisals are made on the basis of reproduction costs and such values
are written on the books, it is difficult to show many business men the fallacy
of such a procedure. The great disadvantages, as consequences of this action
are, first, the increased cost of production due to the necessary increase in the
depreciation, as applied to the reproductive values of the properties instead
of cost of investment, and, second, the probability that such increased valua
tion will be credited to surplus as an offset, and eventually be paid out in divi
dends, either cash or stock.
The depreciation-reserve accounts should necessarily be adjusted to the
extent evidenced by the appraisal, when the appraised values are taken up
on the books, in order that the plant accounts, less the adjusted depreciation
reserves, may accurately reflect the sound value of the properties.
Where the books are adjusted to agree with an appraisal on the basis of in
vestment costs, it would seem proper to make the necessary adjustments to
the surplus account, since the overstatement or understatement of plant ac
counts affects true surplus, when considered from this viewpoint.
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However, at the time an increase due to appraisal on the basis of reproduc
tion costs is taken up on the books, an account under the caption “surplus
arising from appraisals" should be credited. The increase may be credited
to any properly designated account so long as a definitely clear distinction is
made between surplus arising from appraisals and surplus available for div
idends. It is difficult to understand how anyone can conscientiously declare
a dividend, in cash or stock, from other than an earned surplus. No matter
how great an increase might be shown by an appraisal on a reproduction-cost
basis, such increase cannot be an earning until the concern disposes of the
property, thus valued, and realizes thereon. The mere fact that dividends
have been previously declared from appreciated surplus does not make the
procedure logical or sound.
Depreciation should be computed on the adjusted value. In the case of
investment-costs basis, the depreciation thus computed is of course an accurate
production cost, assuming that proper rates have been established. In the
case of the reproduction-costs basis, the depreciation computed results in an
increased cost of production or operation, even after correct rates are estab
lished. The proper procedure would be to divide the depreciation in two parts:
that which is applicable to investment, or original cost, and that applicable
to the appreciation in value of the asset. The portion applicable to original
cost should be charged to cost of production, and that applicable to apprecia
tion should be a charge against the surplus arising from appraisals, thus reduc
ing this account during the remaining life of the asset subjected to revaluation.
Another method is to charge the whole of the depreciation to cost of produc
tion, thereby increasing the costs for the period to that extent, and, at the same
time, to make an adjustment entry charging surplus arising from appraisals
and crediting surplus account with the so-called "realized appreciation," as
measured by that part of the depreciation applicable to the increased value
of the asset due to appraisal.
Retirements should be made by a charge to cash for the amount realized,
to depreciation reserve for amount already set up in past periods on that par
ticular asset, and a credit should be made to the account with the asset retired,
for the original cost or reproduction value as the case may be; an adjustment,
debit or credit, must be made to profit and loss for the gain or loss, if any, at
the time of retirement. Such procedure will properly clear the accounts in
case of either basis of valuation and method of handling depreciation.

Bonus and Tax
Judging from the number of letters received by the editor of this department
asking for help in the solution of tax and bonus problems, this subject appears
to be one of rather general interest. Space is therefore devoted to both an
arithmetical and an algebraical solution of the problem submitted in the
following letter.
Editor, Students' Department:
Sir: Would you be good enough to solve a problem in your department on
the subject of computation of bonus and tax? The problem is as follows:
A concern having a net income of $27,625.33 desires on account of a certain
contract to pay a bonus of 10% after deducting federal tax of 12½%, the
bonus to be deducted in computing said tax. It will be noted that said income
does not contain any unallowable deductions or non-taxable income.
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To my mind this concern is entitled to an exemption of $2,000.00, and must
also consider the additional tax which comes between $25,000.00 and $25,250.00
of net income. My answer is—
Bonus. .................................................................................
Tax liability...........................................................................

$2,457.91
3,046.22

Please advise through The Journal of Accountancy if I am correct, and
show analysis. I have solved this by arithmetic, disregarding algebra entirely.
• Yours very truly,
Brooklyn, N. Y.
C. E. A.
The problem states that the bonus is to be regarded as a deductible expense
in determining the profits subject to tax, and that the tax is to be regarded as
an expense in determining the profits subject to the bonus. The problem does
not state, however, whether the bonus is itself to be regarded as an expense in
determining the profit subject to a bonus. Hence the problem will be solved
on the following two assumptions:

The tax is an expense before computing the bonus;
The bonus is an expense before computing the tax.

First:
Second:

Both the tax and the bonus are expenses before computing the
bonus;
The bonus is an expense before computing the tax.

The problem makes a particularly good illustration because the net profits,
before tax and bonus, are only slightly in excess of $25,000.00, and the method
of computing the tax will depend on whether the deduction of the bonus leaves
net profits subject to tax of less than $25,000.00, between $25,000.00 and
$25,250.00, or over $25,250.00. If the profits, after deduction of the bonus,
are less than $25,000.00, the tax is computed by allowing an exemption of
$2,000.00 and taking 12½% of the remainder; if the profits are between
$25,000.00 and $25,250.00, the tax is computed by adding to the tax on
$25,000.00 the amount of income in excess of $25,000.00; and if the profits are
in excess of $25,250.00 the tax is a straight 12½% thereof without any
exemption.
Since many people who have computations of this kind to make apparently
do not have a command of algebra, the problem will first be solved by an
arithmetical method of repeated approximations, and will then be solved by
algebra.

Solution

on

First Assumption

The tax is an expense before computing the bonus;
The bonus is an expense before computing the tax.

First approximations:
Profit before bonus or tax................................................. $27,625.33
Bonus—10% thereof (First approximation)...........................
2,762.53
Profit after deducting bonus..................................................... $24,862.80
Tax:
Exemption...................................................................
2,000.00
Remainder...........................................................................

$22,862.80

Tax—12½%
thereof (First approximation)......................

$2,857 .85
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Second approximations:
Profit....................................................................................
Less tax—first approximation...................................................

$27,625.33
2,857.85

Profit subject to bonus..............................................................

$24,767.48

Bonus—10% thereof (Second approximation)........................

$2,476.75

Profit............................................................................................
Less bonus—second approximation..........................................

$27,625.33
2,476.75

Remainder.................. ................................................................

$25,148.58

Tax:
On $25,000.00:
12½% of ($25,000.00—$2,000.00).... $2,875.00
Add excess of income over $25,000.00.
148.58

Total tax (Second approximation)...............

$3,023.58

Third approximations:
Profit..... ..............................................................................
Less tax—second approximation..............................................

$27,625.33
3,023.58

Profit subject to bonus...............................................................

$24,601.75

Bonus—10% thereof (Third approximation)..........................

$2,460.18

Profit................................. .......................................................
Less bonus—third approximation............................................

$27,625.33
2,460.18

Remainder.................................................... ............................... $25,165.15
Tax:
On $25,000.00......................................... $2,875.00
Add excess of income over $25,000.00.........
165.15

Total tax (Third approximation).........

$3,040.15

Fourth approximations:
Profit....................................................................................
Less tax—third approximation.................................................

$27,625.33
3,040.15

Profit subject to bonus...............................................................

$24,585.18

Bonus—10% thereof (Fourth approximation)........................

- $2,458.52

Profit....................................
Less bonus—fourth approximation..........................................

$27,625.33
2,458.52

Remainder.........................................................................

$25,166.81

Tax:
On $25,000.00......................................... $2,875.00
Add excess of income over $25,000.00....
166.81

Total tax (Fourth approximation)...............
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Fifth approximations:
Profit............................... ......................................................... $27,625.33
Less tax—fourth approximation.........................................
3,041.81

Profit subject to bonus.............................. ...............................

$24,583.52

Bonus—10% thereof (Fifth approximation)...........................

$2,458.35

Profit............. ..............................................................................
Less bonus (Fifth approximation)............................................

$27,625.33
2,458.35

Remainder...................................................................................

$25,166.98

Tax:
On $25,000.00.................................................
Add excess of income over $25,000.00.........

$2,875.00
166.98

Total tax (Fifth approximation)..................

$3,041.98

Sixth approximations:
Profit............................................................................................
Less tax—fifth approximation...................................................

$27,625.33
3,041.98

Profit subject to bonus...............................................................

$24,583.35

Bonus (Sixth approximation)....................................................

$2,458.34

Profit............................................................................................
Less bonus—(sixth approximation).........................................

$27,625.33
2,458.34

Remainder...................................................................................

$25,166.99

Tax:
On $25,000.00.................................................
Add excess of income over $25,000.00.........

$2,875.00
166.99

Total tax (Sixth approximation)..................

$3,041.99

Seventh approximations:
Profit............................................................................................
Less tax—sixth approximation.................................................

$27,625.33
3,041.99

Profit subject to bonus..............................................................

$24,583.34

Bonus—10% thereof (Seventh approximation)......................

$2,458.33

Profit............................................................................................
Less bonus—seventh approximation........................................

$27,625.33
2,458.33

Remainder...................................................................................

$25,167.00

Tax:
On $25,000.00.................................................
Add excess of income over $25,000.00.........

$2,875.00
167.00

Total tax (Seventh approximation).............

$3,042.00
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Eighth approximations:
Profit............................................................................................
Less tax—seventh approximation............................................

$27,625.33
3,042.00

Profit subject to bonus..............................................................

$24,583.33

Bonus—10% thereof..................................................................

$2,458.33

This is the same bonus as determined by the seventh approximation, and is
therefore the correct figure, since the use of this bonus in the seventh approxi
mation of the tax resulted in the computation of a tax which reduced the prof
its to an amount on which the bonus was again $2,458.33.
For convenience, the work may be set up as follows:

Table of Approximations
Second
$27,625.33
2,857.85

Third
$27,625.33
3,023.58

Fourth
$27,625.33
3,040.15

24,767.48

24,601.75

24,585.18

2,476.75

2,460.18

2,458.52

27,625.33
2,476.75

27,625.33
2,460.18

27,625.33
2,458.52

24,862.80

25,148.58

25,165.15

25,166.81

2,857.85

3,023.58

3,040.15

3,041.81

Fifth
$27,625.33
3,041.81

Sixth
$27,625.33
3,041.98

Seventh
$27,625.33
3,041.99

Eighth
$27,625.33
3,042.00

Remainder...........

24,583.52

24,583.35

24,583.34

24,583.33

Bonus...................

2,458.35

2,458.34

2,458.33

2,458.33

Profit.................... ....
Less bonus...........

27,625.33
2,458.35

27,625.33
2,458.34

27,625.33
2,458.33

Remainder........... ....

25,166.98

25,166.99

25,167.00

Tax....................... ....

3,041.98

3,041.99

3,042.00

Profit.................... ....
Less tax................

First
$27,625.33

Remainder...........

Bonus.................... ....

2,762.53

Profit....................
Less bonus...........
Remainder........... ....

Tax.......................
Profit.................... ....
Less tax............... ... .

In solving the problem by algebra, it must be remembered that there are
three possible computations of the tax, depending on whether the net income
after deduction of the bonus is more than $25,250.00, between $25,000.00 and
$25,250.00, or less than $25,000.00. Hence equations must be formulated
under each of the three assumptions.

Let B =the bonus.
Let T=the tax.

( 1)

B = 10% ($27,625.33 — T)

If the income after deducting the bonus, or $27,625.33 — B, is more than
$25,250.00,
( 2)
r=.125 ($27,625.33 — 3)
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If $27,625.33—B is less than $25,000.00,

.
7=.125 ($27,625.33—B—$2,000.00)
If $27,625.33—B is between $25,000.00 and $25,250.00,
( 4)
r=[.125 ($25,000—$2,000.00)]+ ($27,625.33—B—$25,000.00)
(3)

or 7=$2,875.oo+$2,625.33—B
On the assumption that the income after deduction of the bonus is more
than $25,250.00:

( 1)

5=.10 ($27,625.33 —T)

( 2)

r=.125 ($27,625.33—5)
Substituting value of T is (2) for T in (1):

(5)
(6)

5 = .10 [$27,625.33 —.125 ($27,625.33—5)]
5 - .10 ($27,625.33—$3,453.17+.125B)

(7)
(8)

5 =$2,762.53—$345.32+.01255

(9)
(10)

.98755 =$2,417.21

5—.0125B=$2,417.21

(2)

B=$2,447.80
T=.125 ($27,625.33—B)

(11)

T=.125 ($27,625.33—$2,447.80)

(12)

T=.125X$25,177.53

But this can not be, as it is contrary to the tax law, for the income is between
$25,000.00 and $25,250.00, and the tax on incomes between these two amounts
is not computed by taking twelve and a half per cent. thereof. It is apparent,
therefore, that the solution should be made by using equation (3) as the expres
sion of the value of T.
On assumption that income after deduction of bonus is between $25,000.00
and $25,250.00:

( 1)

5 = .10 ($27,625.33 — T)

(4)

7=$2,875.oo+$2,625.33—B

(13)

B= .10 [$27,625.33 — ($2,875.oo+$2,625.33—B)]

(14)

B=.10 ($27,625.33 —$2,875.00—$2,625.33+5)

(15)
(16)

B = $2,762.533—$287.50—$262.533+.1oB
5—.1o5 =$2,212.50

(17)
(18)

.90B=$2,212.50

B=$2,458.33

Then the income after deduction of the bonus is $27,625.33=$2,458.33, or
$25,167.00, and since this amount is between $25,000.00 and $25,250.00 the
assumption as to the value of T as expressed in equation (4) is correct. Hence:

(4)

T=$2,875.00+$2,625.33—B

(19)
(20)

7=$2,875.00+$2,625.33-$2,458.33
7=$3,042.00

390

Students' Department
Solution

on

Second Assumption

Both the tax and the bonus are expenses before computing the bonus;
The bonus is an expense before computing the tax.

The problem will first be solved by arithmetic, using successive approxi
mations, and then by algebra. Since the bonus is itself an expense before
determining the profits subject to the bonus, the profits after deducting the
tax but before deducting the bonus are 110% or 11/10 of the profits subject to
the bonus. Then, if the bonus is 1/10 of the profit after deducting the bonus,
it is 1/11 of the profit before making the deduction.

Table of Approximations
Profit..............
Less tax..........

First
Second
Third
Fourth
Fifth
$27,625.33 $27,625.33 $27,625.33 $27,625.33 $27,625.33
2,988.94
3,173.21
3475.30
3475.33

Profit subject
to bonus....

27,625.33

24,636.39

24,452.12

Bonus — 1/11
thereof........

2,511.39

2,239.67

2,222.92

Profit...............
Bonus..............

27,625.33
2,511.39

27,625.33
2,239.67

27,625.33
2,222.92

27,625.33
2,222.73

Remainder sub
jecttotax..

25,113.94

25,385.66

25,402.41

25,402.60

Tax..................

2,988.94

3,173.21

3475-3°

3475-33

24,450.03

24,450.00

2,222.732,222.73

In making the solution by algebra, we are again confronted by the uncer
tainty of the amount of the taxable profit and consequently of the method to be
applied in determining the tax. Hence there are three possible expressions of
the amount of the tax.

(1)

B=.1o ($27,625.33—B—T)
If the income after deducting the bonus is more than $25,250.00,

(2)

T=.125 ($27,625.33—B)

If the income after deducting the bonus is between $25,000.00 and
$25,250.00,
(3)

T= [.125 ($25,000.00—$2,000.00)]+ ($27,625.33—B—$25,000.00)

If the income after deducting the bonus is less than $25,000.00,
(4)

T=.125 ($27,625.33—B—$2,000.00.)
Proceeding on the first assumption, namely that the income after deducting
the bonus is more than $25,250.00,

( 1)

B = .10 ($27,625.33—B—T)

( 2)

r=.125 ($27,625.33—B)
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Substituting the value of T in (2) for T in (1):

(3)
(4)
(5)
(6)

B = .10 [$27,625.33—B-.125 ($27,625.33—B)]

(7)

1.0875B =$2,222.73
r=.125 ($27,625.33 —$2,222.73)

(2)
( 8)

(9)

B = .10 ($27,625.33—B — $3,453.7+.125B)
B =$2,762,533 — .10B—$345.317+.o125B
B+.10B—.1025B =$2,762.533 —$345,317

T = .125X$25,402.60

Which is consistent with the law.
T=$3,175.33

It will be noticed that the question as to the propriety of deducting the bonus
as an expense in determining the profits subject to the bonus, has been ignored.
This has been done for two reasons. In the first place, there is no specific in
formation in the problem indicating any intention in the minds of the parties to
the particular contract in question. In the second place, the importance of
having this point definitely covered in contracts of this nature, and the editor’s
opinion as to the proper treatment of the matter in cases where the point is not
definitely covered by the contract, have already been discussed in this
department.
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Book Reviews
ACCOUNTANCY IN AMERICA, by Cecil N. Prince.
separately in paper, comprising 125 pp.

Four parts, bound

These four pamphlets are written by an English accountant with ten years’
experience of accountancy in America, and are intended obviously for the in
formation and guidance of other English accountants who may be contem
plating emigration to America or Canada. Part I contains considerable de
tailed information as to opportunities, conditions professional and social,
remuneration, etc. Some of it may sound a bit naïve to the American reader
but doubtless it is all such detail as the author’s experience justifies. The other
three parts are purely technical, giving in some detail the methods and proce
dure in auditing and accounting as practised in this country. Readers of The
Journal may find it interesting to compare these pamphlets with the article in
the August, 1924, issue on The Training of Accountants in England, by Pro
fessor T. H. Sanders. Recalling how comparatively few Britishers become
naturalized in America I think Mr. Prince might well have emphasized the fact
that the C. P. A. degree is granted in most states only to citizens of the United
States, a qualification destined to become important in the not-distant future
when public accountancy will be restricted to certified public accountants.
Further, there is a slight error in Mr. Prince’s general statement (part I, p. 19)
as to C. P. A. fees. As far as I know there are only two or three states in which
the professional accountant is relegated to the level of a taxi-driver or huckster
by requiring of him an annual license fee under the euphemism of a “renewal of
certificate.”
W. H. Lawton.

YIELDS OF BONDS AND STOCKS, by David C. Johnson, Caleb Stone,
Milton C. Cross and Edward A. Kircher. Prentice-Hall, Inc., New
York.

In these days when Americans have become investors to an altogether un
precedented extent there is probably increasing need for guides to the proper
selection of securities. The book now before us is designed to enable one to
compute from quoted prices the yield upon any investment. It is impossible
to review a book which consists almost entirely of mathematical computations.
They are doubtless correct and therefore valuable. The printing is well done
and the book is of a convenient size. Beyond that readers must us their own
judgment.
A. P. R.

ELEMENTS OF COST ACCOUNTING, by Anthony B. Manning.
Graw-Hill Book Co., New York.

Mc

Professor Manning’s work is a textbook for the classroom, adhering in the
main to its avowed purpose of being elemental. The student is introduced to
the subject through the inventory accounts in the balance-sheet of a manu
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facturing concern, and he is first taught the use of a stores ledger and the manu
facturing-expense accounts in the voucher record. After doubling back to
learn the routine of purchasing he takes up a job-order method of costing towhich six chapters are devoted, one each on materials, labor, burden accounts,
application of burden, costing the orders, and the cost of sales and profit and
loss. Four short chapters are then devoted to a process-cost method in which
it is noted that all burden other than power, heat and light is applied on the
labor-cost basis. In both series of lessons, the student is instructed in the
compilation of shop records and production data, as well as in the details of
accumulating values. It is the author’s purpose as an instructor to present
principles rather than methods. The job-order and process-cost methods are
described only as illustrative of the principles.
The author’s presentation is simple and clear. Whether or not one will agree
with his statement that it is complete will depend upon his own ideas of what
should or should not be included in elemental instruction. Accordingly we
venture to enquire why the paragraphs on standard burden, budget methods
and burden variance are introduced into the second chapter, as it would seem
that they present a method of accounting before the student is acquainted with
the principles. They belong rather in chapter VII on the application of
manufacturing burden. On the other hand, is it not too elemental to direct
that the voucher-ledger footings and the labor distribution be journalized
instead of posted directly?
The author employs a unique method of impressing upon the student the
principle that the cost records must tie in with the general books of account by
not even mentioning the fact that they are sometimes compiled independently
of the general records. In the first lesson the student opens up a general
ledger and a set of cost records. In each succeeding lesson he posts the manu
facturing costs first to the general-ledger control accounts, then to the cost
records, thus being brought up as it were in an atmosphere which makes un
necessary the injunction that the latter must be controlled.

George Rea.
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Companies, September, 1924, p. 261-4.
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Accounting
Frey, Frank E. Unit System in a Savings Department. Trust Companies,
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the master pencil

PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction —
known and appreciated for their excellence of material,
superb workmanship and efficient design. In the CEN
TURY “ DELUXE ” PORTFOLIO (Illustrated) you
will And embodied all the essentials of a practical Portfolio.
Made of heavy English bridle leather, Black, Russet or
Cordovan. Solid shawl straps and adjustable handle.
Three or four wide pockets, and small pockets 5" x 9", with
flap closed by snap buttons, for memo books, pencils, etc.
Handmade gold finished staple and hooks for padlock.
Strong suspending lock with key.
Style and Size
3 Pkts.
4 Pkts.
507—17" x 11
............ $18.00
$19.00
508—18" x 12"................. 19.00
$20.00
Sent prepaid anywhere in the U. S. upon receipt of price.
Money immediately refunded if not satisfactory in every
respect. Send for Catalog “ SS.”

Century Leather Crafts Company
366 Broadway

SEND FOR
FREE SAMPLES

Write for full-length free samples of
DIXON’S ELDORADO and fulllength free samples of Dixon’s “BEST”
COLORED PENCILS. Both are
supreme in their field.

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J, Jersey City, N. J.
Canadian Distributors:

A. R. MacDougall & Co., Ltd., Toronto
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THE BALANCE SHEET
Its Preparation, Content and Interpretation
By CHARLES B. COUCHMAN
Intended for the every-day use of:
Accountants
Attorneys
Auditors
Bankers
Business Men
Credit Men
Investors
Tax Men
Students of Business
The subject matter in this book is so arranged that

In Preparing a Balance-sheet
One finds complete information regarding
—Headings, classifications and arrangements
—The proper accounts to portray each financial element
—Exactly what should, and what should not, be included in each
—How each should be measured
so that the result will properly display the true financial facts regarding the
organization for which it is prepared; and

In Analyzing a Balance-sheet
One may readily find an explanation of each item appearing therein and
the interpretation that should apply to each group in the statement and to
each account within a group.

------------------------------------------------

CLOTH BOUND—PRICE $3.00

The Journal of Accountancy, Incorporated

Ready for delivery

135 Cedar Street, New York

Please send prepaid............... copies The Balance
Sheet, by Charles B. Couchman. Enclosed please
find $................................ in payment thereof.

NAME.............................................................................

STREET ADDRESS ...........................................................
TOWN OR CITY................................ STATE....................

The
Journal of Accountancy
Incorporated

135 Cedar Street
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AUDIT WORKING PAPERS
Their Preparation and Content
By

J. Hugh Jackson

What a tremendous saving to the accounting profession of the United
States if all working papers could be economically, as well as scientifically
prepared! Too great care cannot be taken to make such schedules not
only intelligible but complete! But how many assistants can prepare such
papers? Very few—and for just this reason

AUDIT WORKING PAPERS
was written. It is the first exhaustive or authoritative exposition on this
all-important subject. Today it is being used by probably thousands of
accounting assistants to improve the work they are doing. No ambitious
assistant can afford to be without it.
Pages ix, 201, and 99 forms (77 with illustrative figures shown) reproduced
to illustrate actual audit procedure.

Cloth Bound................................................... $5.00
Flexible Leather......................................... 7.50
Get your copy now

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
135 CEDAR STREET, NEW YORK
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Classified Advertisements

Copy for classified advertising must be in hand at the office of The Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates for "Help Wanted and Miscellaneous are $9 per inch or fraction for one insertion; $7 per inch
or fraction each additional Insertion. “Situations Wanted, $5 up to 65 words each insertion.

HELP WANTED

SITUATIONS WANTED

Help Wanted

Certified Public Accountant

Prominent firm of accountants invites correspondence from
practitioners in Cleveland, Ohio, who contemplate retirement
and, from young men with growing connections who desire
enlarged opportunities. All communications confidential.
Box 600, care of The Journal of Accountancy.

Age 40, and married. Certificates of two states (written
examinations). Twenty years accounting experience including
six years on staffs of prominent public accountants and as
principal. Exceptional record in tax matters. Selling practice
and desires staff duty or position in commercial field. Salary
minimum $3,600. Box 603, care of The Journal of Accountancy.

Help Wanted
Salaried positions $2,500 to $25,000 upward; executive, tech
nical, administrative, engineering, manufacturing, professional,
managing, financial, etc., all lines. If qualified, and receptive
to tentative offers, you are invited to communicate in strict
confidence with the undersigned, who will conduct preliminary
negotiations. A method is provided through which you may
receive overtures in confidence, without jeopardizing present
connections, and in a manner conforming strictly to profes
sional ethics. Established 1910. Send name and address only
for preliminary particulars. No obligation. R.W. Bixby, Inc.,
513 Lockwood Building, Buffalo, N. Y.

Accountant
certified, to manage Public Accounting office in New York City.
State fully education, experience, references, age, salary, etc.
Box 597, care of The Journal of Accountancy.

Junior Accountant
Young man, twenty-three years old, Christian, with the best of
references, desires position with a reliable firm of certified
public accountants. Common High School and Extension
University graduate (Four years study of Accounting). Five
years railway clerical experience. Salary a secondary matter
in a position that will require best of ability, constant study and
offer an opportunity of advancement. Box 602, care of The
Journal of Accountancy.

Certified Public Accountant
Massachusetts, desires connection with accounting firm or
private corporation in an executive capacity. Specialize in
cost accounting and for ten years have been engaged in in
stalling modern cost methods in many lines of manufacture.
Particularly experienced in woolen mill costs. Thoroughly
familiar with other branches of accounting and with tax matters.
Experienced report editor. Associate of American Institute of
Accountants; also has legal training. Box 601, care of The
Journal of Accountancy.

Accountant and Auditor
SITUATIONS WANTED

Public Accountant
withdrawing from private practice desires to associate himself
with firm of Certified Public Accountants seeking to fill an
executive position of responsibility; ten years commercial work,
three years as instructor and two years individual practice in
small southern city with experience in every phase of auditing
except rail and steamship. Extensive work in municipal and
bank auditing, complicated tax work, amended returns, and
comprehensive briefs. Position must require mature reasoning,
vigorous initiative, judicious discretion, and high ideals.
Christian. Age 32, single; compensation to start $5,000.00 per
annum, subject to increase commensurate with demonstrated
ability. Box 607, care of The Journal of Accountancy.

Certified Public Accountant (Ohio) desires engagement with
corporation or firm of accountants. Nine years experience
embracing management through accounts and executive
control. Five years public practice. Wide business ac
quaintance and good mixer. University training. Single.
No objection to travel. Now completing engagement in New
York. Present compensation $5,000. Salary commensurate
with opportunity acceptable to start. Box, 599, care of The
Journal of Accountancy.

MISCELLANEOUS

Certified Public Accountant
New York, with small practice, could spare two weeks monthly
to work as supervising senior with firm of accountants on
weekly or per diem basis. Fifteen years of varied professional
experience with reputable firms. Terms reasonable. Box
606, care of The Journal of Accountancy.

Accountant Executive
(Certified Public Accountant) experienced in all phases of
accounting, internal auditing and budgetary control, corporate
organization and procedure; conversant with modern office
methods and the management of help; thoroughly familiar with
Federal Tax laws, having been member of Technical Staff of
Consolidated Returns Audit Division. Age 30. At present
employed. Desires, connection with commercial or financial
organization. Minimum salary $5,400.00. Box 605, care of
The Journal of Accountancy.

Certified Public Accountant
(New York) Registered, Board of Tax Appeals. Member
American Institute of Accountants. 10 years experience with
representative public accounting firms in conduct of audits,
examinations, system and tax engagements. Experience
includes 3 years as branch manager with some practice on own
account. Excellent report writer. Age 33, married, present
location, New York. Will consider private or public accounting
connection. Location immaterial provided arrangements
satisfactory. Box 604, care of The Journal of Accountancy.

Accountant
New York Certified Public Accountant now in practice will
consider good partnership or buying clients from retiring
accountant. State particulars in detail. Box 598, care of The
Journal of Accountancy.

Certified Public Accountant
Registered under the laws of three states desires to arrange for
purchase of practice in New England. Box 595, care of The
Journal of Accountancy.

Firm of Certified Public
Accountants
with head office in New York and branch offices and agencies
in other cities desires to consider amalgamation of their practice
in Philadelphia with a local practitioner who could see the
mutual advantage and profit of becoming part of a larger
organization. Box 596, care of The Journal of Accountancy.
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Money
Mover of the World!
Every worth-while business is predicated on money.
divides itself into the classes of profit and of loss.

And it

Operations, nowadays, have reached such magnitude and
complexity, that men like you, men trained in the accounting
of money, are necessary to the successful, profitable conduct
of modern business.
The business training given by this institute, built around
accountancy and the attainment of the C.P.A. degree, is
so solid, so comprehensive, that its graduates are among the
high-salaried men of America.

If you will tear out
and send us the cou
pon below, you will
get an unusual book
on Vannais Train
ing and other valu
able information.

Send the coupon for the most valuable information — costfree — that you have ever had!
VANNAIS TRAINING IS AVAILABLE FOR EITHER
CORRESPONDENCE OR SCHOOL INSTRUCTION.
PLEASE STATE YOUR PREFERENCE BELOW.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
NEW YORK

CHICAGO

MINNEAPOLIS

SAN FRANCISCO

VANNAIS
TRAINING
Vannais Accounting Institute

30 Asylum Street, Hartford, Conn.
Please send me full information on Vannais Training. It is understood that
this request does not obligate me in any way.
Name
Address_____________________________________ ____________________ _
Business Position________________ ________________________________ ______

I aspire to the C. P. A. degree

yes
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ANNOUNCEMENT
BULLETIN of the
AMERICAN INSTITUTE OF ACCOUNTANTS
N response to numerous requests the American Institute of Accountants has
increased the size of its confidential bulletin and now offers the publication to
persons other than those who are members and associates of the American In
stitute of Accountants.
The first issue of the new bulletin appeared May 15, 1924, and consisted of 16
pages of court decisions, records of meetings, news of state boards, new state laws,
news of local societies, personal items, etc.
The bulletin is to appear on the 15 th of every month with the possible exception
of July and August of each year.
The bulletin is supplemental to The Journal of Accountancy. Persons
who are readers of The Journal should avail themselves of this opportunity to
obtain the more informal record of accounting news which the bulletin presents.
New subscriptions received will start with July if desired. May and June
are entirely sold out.

I

$1.00 PER ANNUM

15 CENTS A COPY

SUBSCRIPTIONS MAY BE ADDRESSED TO THE .

AMERICAN INSTITUTE OF ACCOUNTANTS, 135 Cedar St., New York

BOUND VOLUMES

of
The Journal

of

Accountancy

Volume XXXVII

January, 1924—June, 1924
Orders should be placed at once

Price $4.00
THE JOURNAL OF ACCOUNTANCY,

Incorporated

135 Cedar Street, New York
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DUTIES OF THE JUNIOR
ACCOUNTANT

INTRODUCTION TO
ACTUARIAL SCIENCE

By W. B. REYNOLDS and F. W. THORNTON

By H. A. FINNEY

7 x 5 inches; 107 pages

OP THE AMERICAN INSTITUTE OP ACCOUNTANTS

Published under the Endowment Fund of
the American Institute of Accountants

This work tells what is expected of the
beginner and of the more experienced
junior accountant. It is an aid to learn
ing what to do and how to do it.

A WORK that every accountant and
student of accountancy should possess
and study.

PUBLISHED UNDER THE ENDOWMENT FUND

A fund of advice and suggestion is
afforded the reader on:

Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash on
hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and additions
thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.

First published in book form in Feb
ruary, 1918, this book’s popularity has
been consistently maintained. It is now
in the fourth printing.

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Students’ Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.
THE TEXT of " Introduction to
Actuarial Science” consists of articles
which appeared in The Journal of
Accountancy and solutions of all
problems in actuarial science contained
in the examinations of the American
Institute of Accountants up to and
including May, 1920.
INTEREST, single investments, an
nuities, leasehold premiums, bonds and
depreciation are discussed in a clear
and concise manner.

THIS WORK should appeal not only
to the accountant but to many busi
ness men.
Price $1.50 delivered in the
United States of America

Price, in Cloth Board Binding, $1.00

THE AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street
New York

AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

THE RUMFORD PRESS
CONCORD

New York

The Study of Ac
countancy at Pace pro
vides distinctive training in
Accountancy and Business
—in principle as well as in detailed pro
cedure. More often than not, it solves the
personal economic problem.
Resident instruction is available throughout the year
at Pace Institute, New York, Washington, and
Newark. Extension (correspondence) instruction is
provided for students who cannot attend resident
schools. Instruction in resident schools and in the
Extension division is given by practicing accountants
and lawyers. Their contact with students is constant
—their guidance productive and helpful.
One Month’s Trial Instruction $7
This $7 payment will enable you to test, to your own satisfac
tion, the Pace Course by Extension. At the end of the month’s
trial period you are under no obligation to continue. Write for
details of this distinctive trial offer and for interesting booklet,
“Making Ready.”

Pace Institute
30 Church Street, New York City
Transportation Building

Washington, D. C.

24 William St.

Newark, N. J.

